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THIS  book  is,  for  practical  purposes,  a  reprint 
of  a  paper  read  by  me  before  the  London 
Members  of  the'  Institute  of  Chartered 
Accountants  on  the  12th  December  1922.  Some 
1,000  copies  of  this  paper  were  printed  at  the  time 
and  distributed  privately  to  members  of  the  Insti- 
tute and  friends.  At  the  request  of  a  number  of 
my  professional  and  other  friends  who  are 
interested  in  the  subject,  it  has  been  decided  to 
print  the  paper  in  book  form. 

The  text  is  substantially  the  same  as  in  the 
original  paper,  but  some  slight  additions  have  been 
made  in  order  to  make  its  meaning  clearer,  while 
Appendix  II  is  entirely  new.  In  that  Appendix 
will  be  found  a  number  of  examples  of  Published 
Balance  Sheets  as  furnished  to  shareholders,  and 
they  are  printed  here  (without  any  comment)  by 
the  kind  permission  of  the  respective  companies, 
so  that  readers  may  see  for  themselves  some 
forms  adopted  in  practice. 

It  is  hoped  that  this  treatise  may  be  of  some 
service  to  all  interested  and  especially  to  prac- 
tising members  of  the  profession.  The  subject 
matter  is  a  comparatively  new  one  in  this  country 
and  is  likely  to  be  of  increasing  importance  in  the 
future. 

I  shall  be  grateful  for  any  suggestions  which 
will  render  the  book  more  useful  to  its  readers. 

GILBERT  GARNSEY. 
3  Frederick's  Place, 
London,  E.C.2. 

September  1923. 
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chapter  I 

INTRODUCTORY. 


The  expression  "Holding  Company  is  one 
which  was  little  known  in  this  country  until  recent 
years,  and  is  intended  to  describe  the  company 
whose  function  is  to  hold  the  shares  or  stcx:k  ot 
one  or  more  concerns  with  the  intention  of  con- 
trolling their  operations.  Holding  Companies 
have  no  specific  legal  recognition  as  such,  and  are 
governed  by  the  regulations  of  the  Companies  Acts 
in  exactly  the  same  way  as  other  limited  liability 
concerns. 

It  may  be  thought  that  the  ordinary  trust  or 
investment  company  should  be  called  a  Holding 
Company  because  its  purpose  is  to  own  the  shares 
or  stock  of  other  concerns  and  to  receive  the  divi- 
dends thereon.  The  term,  however,  is  not  applied 
to  this  class  of  company  which,  as  a  rule,  has  only 
a  comparatively  small  holding  in  the  capital  of  the 
undertakings  in  which  it  is  interested,  and  does  not 
control  the  operations  of  any  of  them. 

It  is  not  uncommon  for  companies  to  be  formed 
for  the  specific  purpose  of  holding  investments  in 
trust  as  the  nominees  of  another  company,  so  as  to 
save  the  trouble  and  expense  involved  in  transfers 
on  the  death  of  an  individual  nominee.  They  are 
often  referred  to  as  Holding  Companies,  though 
the  term  as  understood  amongst  accountants  is 
hardly  applicable. 

The  class  of  company  w  ith  which  it  is  proposed 
to  deal  is  the  one  which  acquires  the  whole  or  a 
controlling  interest  in  the  share  capital  (generally 
ordinary  shares,  though  not  necessarily  limited  to 
these)  of  one  or  more    distinct    businesses,     and 
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thereby  for  practical  purposes  effectively  amal- 
gamating them  and  consolidating  their  interests, 
while  at  the  same  time  each  of  the  separate  under- 
takings continues  its  own  sphere  of  operations  and 
retains  its  existence  as  a  separate  entity.  These 
separate  concerns  are  generally  referred  to  as  sub- 
sidiary or  constituent  undertakings,  while  the  com- 
pany owning  their  share  capital  and  controlling 
their  operations  is  called  the  Holding  or  Parent 
Company. 

It  is  perhaps  desirable  at  this  point  to  state  that 
while  certain  views  may  be  expressed  in  this  book 
they  are  put  forward  having  regard  to  the  facts  and 
circumstances  set  out,  and  it  should  be  understood 
that  the  writer  feels  himself  open  to  adopt  a 
different  point  of  view  where  the  facts  are  not 
identical  or  where  the  circumstances  appear  to 
warrant  a  different  treatment.  It  is  important  to 
state  this,  as  accountants  are  often  confronted  with 
statements  made  or  views  expressed  and  asked  to 
reconcile  them,  perhaps,  with  other  views  expressed 
on  a  particular  case  under  review  and  under 
entirely  different  circumstances.  It  is  not  usually 
very  difficult,  but  technical  explanations  are  not 
always  thoroughly  understood  outside  the 
profession. 


Chapter  II 


ADVANTAGES    AND    DISADVANTAGES 
OF    AMALGAMATIONS. 

Consolidation  is  of  wide  and  increasing  interest 
to  modern  business  men,  and  especially  to  account- 
ants. It  has  increased  rapidly  during  the  last 
decade,  as  the  advantages  to  be  derived  therefrom 
have  become  more  widely  known.  The  realisation 
that,  by  combination  of  interests  rather  than  by 
competition,  activities  could  be  more  fully  and 
economically  developed  and  bigger  things 
achieved;  while  the  necessity  for  not  disturbing 
the  organisation  of  existing  companies  and  the 
need  for  preserving  the  names  and  goodwill  of 
businesses  of  reputation,  led  to  the  idea  that  the 
benefits  of  combination  could  be  obtained  without 
disturbing  existing  organisations  by  the  parties  to 
the  proposed  combine  forming  a  new  company  and 
taking  shares  therein  to  represent  the  value  of  their 
respective  businesses.  The  necessity  of  becoming 
independent  of  outside  sources  of  supply  of  raw 
materials  has  resulted  in  many  combinations,  and 
this  was  specially  noticeable  throughout  the  late 
war. 

There  is  now^  hardly  any  class  of  commercial 
activity  in  this  country  in  which  the  influence  of 
consolidation  is  not  felt. 

Among  the  many  advantages  to  be  derived  there- 
from may  be  mentioned  elimination  of  ruinous 
competition,  control  of  prices  (which  does  not 
necessarily  mean  exorbitant  enhancement),  pooling 
of  technical  experience,  economy  in  production, 
distribution  of  production  economically,  effi- 
ciency in  management  by  means  of  wider  field  for 
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comparison  by  results,  control  of  sources  of  raw 
material  supplies,  concentration  of  classes  of  pro- 
duct to  obtain  maximum  output  at  minimum  prices, 
reduction  of  overhead  expenses,  avoidance  of  dupli- 
cation in  management,  stocks,  selling  expenses,  &c. 

On  the  other  hand  it  has  its  dangers,  such  as  the 
possibility  of  monopoly,  fraudulent  promotion  and 
management,  complexity  of  company  organisation, 
and,  consequently,  a  tendency  to  obscure  results 
and  thus  deceive  shareholders  as  to  the  real  value 
of  their  holdings. 

This  applies  particularly  to  concerns  which  are 
controlled  by  means  of  a  Holding  Company  and 
where  there  are  shareholders  whose  shares  have 
not  been  acquired  whether  preference  or  oi:dinary. 
It  is  obvious  that  in  cases  of  this  character,  while 
transactions  carried  through  by  any  one  or  more  of 
the  subsidiary  undertakings  may  be  to  the  advan- 
tage of  the  consolidation  as  a  whole,  yet  at  the 
same  time  they  may  seriously  affect  the  interests 
of  the  outside  shareholders.  In  this  connection 
such  transactions  as  inter-company  buying  and 
selling  should  be  fair  to  all,  and  not  merely  be  in 
the  interests  of  the  Holding  Company  or  the  group 
as  a  whole.  Similarly,  a  loan  from  one  subsidiary 
company  to  another  without  security  may  be  per- 
fectly reasonable  looking  at  the  concerns  as  a 
whole,  and  yet  may  be  quite  unfair  if  there  are 
outside  shareholders. 

There  is  also  the  danger  of  oppressive  treatment 
of  minority  shareholders  where,  for  instance,  a 
subsidiary  company  pays  no  dividends  but  the 
parent  company  takes  credit  for  its  share  of  the 
profits  and  obtains  the  funds  by  means  of  advances 
from  the  subsidiary.  While  it  is  true  that  undis- 
tributed profits  of  a  subsidiary  should  not  be 
declared  as  dividend  by  the  Holding  Company  yet 
for  practical  purposes  the  latter  gets  the  full  benefit 
of  ownership  without  distributing  any  dividends 
to  minority  shareholders  of  the  subsidiary. 
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AMALGAMATIONS   THROUGH   A 
HOLDING    COMPANY. 

It  is  not  the  intention  to  enter  into  a  discussion 
of  the  bases  upon  which  a  Holding  Company  may 
acquire  its  interest  in  subsidiary  undertakings  or 
to  deal  in  any  way  with  the  principles  governing 
the  amalgamation  of  businesses  by  means  of  a 
Holding  Company.  This  book  is  more  concerned 
with  the  presentation  of  the  figures  to  the  share- 
holders after  the  subsidiary  undertakings  have 
been  acquired  and  the  merger  becomes  an  accom- 
plished fact.  At  the  same  time  a  few  general 
remarks  will  not  be  out  of  place  and  may  assist  in 
dealing  with  some  of  the  points  which  arise  on  the 
accounts. 

Businesses  desiring  to  amalgamate  (as  distinct 
from  a  mere  ixx>ling  of  profits)  generally  do  so  in 
one  of  two  ways.  The  first — the  direct  merger — 
where  an  existing  company,  or  one  formed  for  the 
purpose,  takes  over  the  actual  assets  and  liabilities 
of  the  other  undertakings  and  amalgamates  them 
with  its  own,  the  other  concerns  being  wound  up 
and  ceasing  to  exist.  The  second — the  indirect 
merger  through  a  Holding  Company  where  a  com- 
pany formed  for  the  purpose,  or  one  already  in 
existence,  acquires  the  shares  of  the  other  concerns 
and  not  their  actual  assets  and  liabilities. 

The  Holding  Company  method  of  amalgamation 
or  consolidation  of  interests  has  become  very  wide- 
spread in  recent  years,  and  it  is  the  most  effective 
way  in  which  an  amalgamation  can  be  brought 
about  when  it  is  desired  to  interfere  as  little  as 
possible  with  the  existing  organisations. 
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The  process  is  simple  and  less  costly  than  the 
direct  merger  method,  which  involves  the  taking 
over  of  the  assets  and  the  liquidation  of  the  other 
concerns. 

Further,  the  Holding  Company  merger  does  not 
necessarily  involve  the  interference  with  the 
debenture-holders,  the  preference  shareholders  or  a 
minority  of  ordinary  shareholders  who  are  unwill- 
ing to  dispose  of  their  holdings.  In  fact,  it  is  only 
necessary  to  acquire  the  ordinary  shares  or  a 
majority  of  those  shares  which  have  the  voting 
power  and  thereby  control  the  company.  This  is 
extremely  important  where  the  subsidiary  under- 
takings have  obtained  money  on  debentures, 
preference  shares,  or  on  similar  securities  at  low 
rates  of  interest. 

In  the  direct  form  of  amalgamation,  involving 
the  liquidation  of  the  old  concerns,  it  would  be 
necessary  to  repay  at  par  the  debentures  and  also 
the  preference  shareholders  unless  they  could  be 
induced  to  convert  their  holdings  into  some  securi- 
ties of  the  new  company.  In  the  latter  event  they 
would  no  doubt  require  a  higher  rate  of  interest 
or  some  similar  concession.  In  such  circum- 
stances, if  the  market  value  of  the  debentures  and 
preference  shares  is  less  than  par  or  the  value  of 
the  exchanged  securities,  obviously  there  is  a 
direct  loss.  Similarly,  there  is  the  ordinary  share- 
holder who  does  not  assent  to  the  scheme,  he  would 
have  to  be  paid  out  probably  also  at  a  loss.  These 
losses  fall  automatically  upon  the  other  ordinary 
shareholders,  because  the  value  of  the  business 
as  a  whole  being  the  same  whatever  the  method  of 
amalgamation,  the  more  that  is  given  to  the  deben- 
ture-holders or  the  preference  or  non-assenting 
ordinary  shareholders,  the  less  remains  for  the 
other  ordinary  shareholders. 

The  losses  would  not  fall  upon  the  other  ordinary 
shareholders  if  the  existing  undertaking  is  con- 
tinued and  not  wound  up,  for  the  reason  that  the 
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debentures,  preference  shares  and  non-assenting 
ordinary  shares  are  not  disturbed.  To  put  it  in 
another  way  it  is  only  necessary  to  value  the 
ordinary  shares  if  these  have  the  control,  and  with 
debentures  and  preference  shares  already  in  exis- 
tence at  low  rates  of  interest,  this  means  a  higher 
return  for  the  ordinary  shareholder  and  conse- 
quently a  higher  value  for  the  shares.  If  the 
debentures  and  preference  shares  are  to  be  paid 
off,  there  will  be  a  lower  return  on  the  ordinary- 
shares  and  consequently  the  value  is  correspond- 
ingly reduced. 

Formation  of  Holding  Companies. 

As  a  rule  the  procedure  is  to  form  a  new  com- 
pany (though  this  is  not  essential)  to  acquire  from 
the  shareholders  the  shares  they  hold  in  the  under- 
takings about  to  be  amalgamated  either  for  cash 
or  what  is  more  likely,  in  exchange  for  shares  in 
the  Holding  Company,  the  terms  and  basis  of 
exchange  in  any  case  having  been  agreed  before- 
hand. The  result  is  that  the  profits  of  the  various 
undertakings  whose  shares  have  been  thus  acquired 
find  their  way  to  the  Holding  Company,  which, 
in  turn,  distributes  them  amongst  its  shareholders. 
It  follows  that  a  shareholder  in  one  of  the  old 
undertakings  who  has  taken  shares  in  the  Holding 
Company  in  exchange  for  his  shares,  instead  of 
being  dependent  upon  the  profits  and  assets  of  the 
old  undertaking  alone,  becomes  interested  in  the 
profits  and  assets  of  all  the  concerns  whose  shares 
have  been  purchased  by  the  Holding  Company. 
The  shareholder  looks  to  the  Holding  Company 
for  his  profits  and  the  security  for  his  capital  while 
the  Holding  Company,  in  turn,  looks  to  the  under- 
takings whose  shares  it  has  acquired. 

t  It  sometimes  happens  that  instead  of  forming  a 
new  company,  an  existing  undertaking,  perhaps 
the  largest  of  the  companies  contemplating  the 
merging  of  their  interests,  acquires  the  necessarv 
shares  of  the  remaining  concerns  to  obtain  control 
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and  in  this  way  an  amalgamation  is  brought  about 
through  the  larger  concern,  which  then  becomes 
the  Holding  Company. 

Cases  also  are  known  where  a  large  undertaking, 
with  a  view  to  facilitating  the  carrying  on  of  its 
business  or  for  other  reasons,  forms  one  or  more 
subsidiary  companies  to  take  over  the  assets  and 
liabilities  of  certain  sections  or  departments  of  the 
business,  or  even  the  whole  business,  taking  as 
consideration  for  the  net  assets  the  shares  of  the 
subsidiary  undertakings.  In  this  way  also  Hold- 
ing Companies  are  created. 

An  important  question  arises  as  to  what  shares 
in  the  subsidiary  undertakings  it  is  necessary  to 
acquire  to  obtain  control,  and  this  naturally  is  a 
matter  to  be  decided  according  to  the  circumstances 
of  each  individual  case.  As  a  rule,  at  all  events  in 
this  country,  the  acquisition  of  the  ordinary  shares, 
or  a  majority  of  them,  would  probably  be  sufficient 
to  constitute  effective  control.  This  may  be  suffi- 
cient for  the  purpose  in  view  of  those  who  are 
carrying  out  the  amalgamation,  though  a  three- 
fourths  majority  would  be  necessary  to  carry  a 
special  resolution,  for  example,  to  alter  the  articles 
of  association. 

Position  of  Preference  Shareholders  with  Special 

Rights. 

Preference  shareholders,  who  usually  have  voting 
rights  only  when  their  interest  is  in  arrear  or  their 
capital  in  jeopardy,  are  sometimes  entitled  under 
the  regulations  of  a  company  to  attend  and  vote 
at  all  meetings,  and,  moreover,  are  in  some  cases 
entitled  to  share  in  the  surplus  assets  with  the 
ordinary  shareholders.  Where  such  is  the  case  it 
may  become  necessary  to  acquire  certain  of  the 
preference  shares  before  effective  control  of  the 
undertaking  is  obtained  or  to  enter  into  an  agree- 
ment to  guarantee  their  dividends.  It  is  probable, 
however,  that  this    will    not    often    happen,    but 
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should  it  be  necessary  the  difficulties  of  the  amal- 
gamation will  be  increased,  especially,  as  so  often 
happens,  if  the  preference  shares  are  widely  held. 
Separate  meetings  of  the  preference  shareholders 
may  be  necessary  unless  the  shares  required  can 
be  obtained  in  the  market  or  privately.  In  any 
event  the  requisite  consents  of  the  shareholders 
affected  must  be  obtained  and  the  larger  the  num- 
ber the  more  difficult  it  may  become. 

Boards  of  Directors  and  Control, 

When  these  preliminaries  have  been  attended  to, 
and  the  amalgamation  has  been  effected,  the  work  of 
re-organisation  and  co-ordination  begins.  The  con- 
trol being  exercised  through  the  Holding  Company, 
some  re-arrangement  of  the  boards  of  directors 
of  the  various  undertakings  is  usually  necessary. 
The  board  of  the  Holding  Company  generally  con- 
sists of  one  or  more  of  the  directors  from  each  of 
the  subsidiary  companies,  and  this  board  directs 
the  policy  and  controls  the  operations  of  the  con- 
solidation as  a  whole,  while  the  boards  of  directors 
of  the  subsidiary  undertakings  are  appointed  by 
them  and  act  as  their  nominees.  The  subsidiary 
companies  are  thereby,  in  effect,  managed  in 
exactly  the  same  way  as  if  they  were  integral 
parts  or  branches  of  the  organisation  of  the  Hold- 
ing Company  and  yet  retain  the  legal  fiction  of 
separate  companies.  It  is  also  possible  that  one 
or  more  of  the  directors  from  each  of  the  subsidiary 
undertakings  will  join  the  board  of  the  other  sub- 
sidiary companies  or  may  retire  altogether,  while 
a  committee  of  directors  will  often  manage  the 
affairs  of  the  whole  organisation.  The  re-arrange- 
ment does  not  always  take  place  in  this  way,  and 
the  peculiarities  of  the  situation  arising  from  each 
case  have  to  be  considered  and  effect  given  to  them. 

Cases  are  not  unknown  where,  although  the 
Holding  Company  owns  a  large  majority  of  the 
ordinary  shares,  it  has  been  found  inadvisable,  on 
grounds  of  policy  or  from  personal  or  other  causes. 
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difficult  to  deal  with,  to  exercise  any  real  control 
at  all  over  the  affairs  of  a  subsidiary  undertaking 
which  may  thus  carry  on  its  business  exactly  as  it 
has  always  done  and  without  any  regard  to  the  real 
interests  of  the  merger.  This  state  of  affairs  does 
not  as  a  rule  last  for  long,  and  the  time  soon  comes 
when  the  paramount  interests  of  the  consolidation 
make  it  incumbent  to  deal  with  the  situation  and 
to  bring  the  affairs  of  this  concern  within  the  ambit 
of  the  organisation   as  a  whole. 
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Chapter   IV 


TRADING    AND    NON-TRADING 
COMPANIES. 

There  are,  broadly,  two  classes  of  Holding  Com- 
panies, the  trading  companies — those  which,  in 
addition  to  holding  the  controlling  interest  in  and 
directing  the  affairs  of  other  companies,  themselves 
carry  on  a  trade  or  business.  The  second  class  is 
the  non-trading  companies — which  by  their  regula- 
tions have  no  power  to  carry  on  a  trade  or  business 
other  than  the  holding  of  investments,  and  whose 
sole  functions  are  to  hold  the  shares,  to  direct  the 
operations,  and  to  receive  and  re-distribute  the 
dividends  declared  by  the  subsidiary  companies. 

A  Holding  Company  which  also  carries  on 
trading  would  naturally  have  in  its  Balance  Sheet, 
in  addition  to  the  shares  in  the  subsidiary  under- 
takings, assets  of  the  character  usually  held  by 
trading  concerns,  such  as  buildings,  plant,  stocks, 
debtors,  cash  and  so  forth,  while  in  the  case  of  the 
non-trading  Holding  Company,  practically  the  only 
asset  would  be  the  Holding  Company's  interest  in 
subsidiary  concerns  in  the  form  of  investments  in 
shares  and  anv  advances  on  loan  or  current  account. 

The  distinction  between  trading  and  non-trading 
Holding  Companies  may  be  important  from  the 
point  of  view  of  the  legal  position  in  regard  to  the 
writing  down  by  the  Holding  Company  of  the  cost 
of  its  investments  in  subsidiary  undertakings  before 
the  payment  of  dividends,  assuming  the  shares  had 
diminished  in  value  since  they  were  acquired. 

In  the  case  of  the  non-trading  concern  it  would 
seem  that  the  Holding  Company  could  not  legallv 
be  called  upon  to  writedown  the  cost,  inasmuch  as 
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the  investments  would  be  regarded  as  capital  assets 
(or  fixed  capital),  and  the  decision  in  Verner  v. 
General  Commercial  Trust  would  apparently  hold 
good. 

With  the  trading  concern,  however,  the  legal 
position  is  not  so  clear,  and,  so  far  as  the  writer  is 
aware,  has  not  been  definitely  decided  by  the 
Courts. 

At  the  same  time  it  is  desirable  to  point  out 
that  the  above  case  might  not  be  held  to  apply  to 
a  Holding  Company  which  has  investments  in 
manufacturing  and  trading  companies  sufficient  to 
enable  it  to  control  and  carry  on  their  business,  as 
distinct  from  an  investment  entitling  the  owner 
merely  to  receive  the  dividends  declared  as  was 
the  case  in  the  General  Commercial  Trust.  In 
such  cases  it  might  perhaps  be  held  that  the  Hold- 
ing Company  must  provide  for  losses  on  trading 
incurred  by  the  subsidiaries  on  the  ground  that 
solely  from  an  income,  as  distinct  from  a  capital, 
point  of  view  the  investment  has  depreciated  to 
that  extent. 

In  any  event  the  remarks  which  follow  deal  with 
the  position  of  both  classes  of  companies  from  an 
accountant's  point  of  view  and  without  any  regard 
whatever  to  the  possible  legal  position  in  any  par- 
ticular case  which  would  require  detailed  considera- 
tion and  possibly  special  treatment. 


Chapter  V 


METHODS  OF  PRESENTING 
ACCOUNTS. 

There  are,  roughly  speaking,  four  methods  of 
presenting  the  accounts  of  Holding  Companies, 
and  it  is  proposed  to  consider  the  advantages  and 
disadvantages  of  each  method,  the  result  obtained, 
and  to  examine  in  detail  many  of  the  important 
points  which  arise  in  connection  with  the  accounts 
presented  in  each  of  the  four  ways. 

The  four  methods  are  :  — 

(i)  To  publish  only  the  Holding  Company's 
Balance  Sheet  and  Profit  and  Loss  Account, 
treating  the  interest  in  subsidiary  companies 
as  an  Investment  in  the  Balance  Sheet  and 
including  in  the  profits  the  dividends 
actually  received  from  the  subsidiary  under- 
takings. 

The  total  profits  and /or  losses  of  the  sub- 
sidiary undertakings  are  sometimes  taken  up 
in  the  Holding  Company's  Balance  Sheet 
and  Profit  and  Loss  Account  irrespective  of 
what  dividends  are  actually  declared  and 
paid. 

(ii)  To  publish  the  Balance  .Sheet  and  Profit  and 
Loss  Account  of  the  Holding  Company  as 
in  (i)  and  to  present  simultaneously  the 
separate  Balance  Sheets  and  Profit  and  Loss 
Accounts  of  all  the  subsidiary  companies. 

(iii)  To  publish  the  Balance  Sheet  and  Profit  and 
Loss  Account  of  the  Holding  Company  as 
in  (i)  and  also  at  the  same  time  as  a  separate 
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Statement  a  Summary  of  the  Assets  and 
Liabilities  of  all  the  subsidiary  undertakings 
taken  together. 

(iv)  To  publish  either  separately  or  along  with 
the  Holding  Company's  Balance  Sheet  (as 
in  (i))  a  consolidated  Balance  Sheet  of  th-^ 
whole  undertaking  amalgamating  the  assets 
and  liabilities  of  all  the  subsidiaries  with 
those  of  the  Holding  Company  and  a  con- 
solidated Profit  and  Loss  Account  em- 
bracing the  profits  and  losses  of  all  the 
companies. 

If  the  Holding  Company  does  not  own  the  whole 
of  the  capital  of  the  subsidiary  companies  the 
separate  statement  and  consolidated  Balance  Sheet 
referred  to  in  (iii)  and  (iv)  above  should  show  as  a 
liability  the  total  interests  of  all  outside  share- 
holders. This  may  include  the  whole  or  a  number 
of  the  preference  shares  and  also  a  minoritv  in- 
terest in  the  ordinary  share  capital. 

A  variation  is  sometimes  suggested  in  the  treat- 
ment of  minority  interests  of  subsidiary  companies 
and,  instead  of  showing  it  as  a  liability  as  indicated 
above,  only  the  proportion  of  each  asset  and 
liability  of  the  subsidiary  companies  attributable 
to  the  capital  held  by  the  Holding  Company  are 
set  out.  This  procedure  is  not  to  be  recommended, 
and  gives  rise  to  some  peculiar  results  as  will  be 
seen  later. 

Examples  in  Appendix  I. 

It  is  now  proposed  to  consider  in  detail  each 
method  of  presenting  the  accounts,  and  in  order 
to  enable  this  to  be  followed  the  more  readily  an 
example  is  given  in  Appendix  I  of  a  Balance 
.Sheet  of  a  Holding  Company  and  four  subsidiary 
companies,  referred  to  as  A.,  B.,  C,  and  D. 

It  will  be  noted  that  these  accounts  are  all  de- 
scribed as  Preliminary  Draft  Balance  Sheets,  for 
the  reason  that  they  are  not  drawn  up  in  the  form 
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in  which  they  would  necessarily  be  published,  but 
have  been  drafted  deliberately,  giving  sufficient 
details  to  illustrate  some  of  the  points  to  which 
reference  will  hereafter  be  made. 

For  the  present  purpose  it  is  assumed  that  the 
four  subsidiary  companies  are  all  managed  and 
controlled  by  the  Board  of  the  Holding  Company 
or  by  their  nominees  on  the  boards  of  the  four 
undertakings. 

The  Balance  Sheet  of  the  Holding  Company 
shows  that  it  owns  one-half  the  total  preference 
share  issue  and  nine-tenths  of  the  ordinary  shares 
of  subsidiary  company  A.,  as  well  as  17,400  out 
of  17,500  shares  of  subsidiary  company  B.,  and  51 
per  cent,  of  the  shares  of  subsidiary  company  D.. 
Some  of  these  have  been  acquired  at  a  premium 
and  some  at  a  discount. 

On  the  other  hand,  subsidiary  company  B.  owns 
the  whole  of  the  ordinary  shares  of  subsidiary  com- 
pany C,  while  it  also  shows  as  an  asset  a  con- 
siderable number  of  shares  in  the  Holding 
Company. 

It  will  be  seen  that  the  Holding  Company  has 
made  considerable  advances  to  subsidiary  A.,  which 
appear  under  the  heads  of  "  Sundry  Debtors  "  and 
"Bills  Receivable."  On  the  other  side  of  this 
Balance  Sheet  attention  is  drawn  to  the  reserve, 
which  includes  a  sum  of  ;^  120,000  for  premium  on 
the  issue  of  ordinary  shares  of  the  Holding  Com- 
pany, in  payment  of  the  ordinary  shares  acquired 
in  subsidiary  A.,  while  the  Profit  and  Loss  Account 
shows  that  its  net  profit  includes  a  very  consider- 
able dividend  from  subsidiary  B.,  but  no  dividend 
whatever  from  subsidiaries  A.  or  D.  The  Hold- 
ing Company  has,  however,  made  a  large  profit 
on  the  sale  of  goods  purchased  from  subsidiary 
A.,  and  taken  credit  for  interest  charged  against 
that  company  on  advances,  while  its  own  trading 
shows  a  loss  of  ;^  100,000.  •  Taken  as  a  whole, 
there  is  a  substantial  profit  shown,  and  the  Balance 
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Sheet  appears  to   reveal   a    flourishing    state    of 
affairs. 

A  glance  at  the  Balance  .Sheet  of  subsidiary  A. 
shows  that  this  company  has  made  heavy  losses 
and  has  had  to  borrow  substantial  sums  from  the 
Holding  Company  and  subsidiary  B.,  besides 
having  large  outstanding  creditors.  The  greater 
portion  of  its  stocks  on  hand  have  been  acquired 
from  subsidiary  B.  at  a  substantial  profit  to  the 
latter.  Generally  the  Balance  Sheet  of  subsidiary 
A.  shows  a  bad  position. 

With  regard  to  subsidiary  B.,  it  is  obvious  on 
looking  at  the  figures  that  this  is  the  company  which 
is  responsible  for  the  large  profits,  practically  the 
whole  of  which  have  been  paid  away  in  dividends 
to  the  Holding  Company.  It  will  be  noticed  that 
since  the  date  of  the  purchase  of  this  company's 
shares  by  the  Holding  Company,  a  considerable 
dividend  has  been  paid  out  of  the  surplus  existing 
at  that  time.  The  shares  held  by  this  company  in 
subsidiary  C.  and  in  the  Holding  Company  have 
been  acquired  at  a  premium,  while  it  also  has 
advances  to  subsidiary  A. 

The  special  point  in  connection  with  subsidiary 
C.  is  that  the  preference  shareholders  are  entitled 
to  share  with  the  ordinary  shareholders  in  the 
surplus  on  a  winding-up. 

Subsidiary  D.  does  not  call  for  any  special  com- 
ment at  this  stage. 

An  amended  draft  Balance  Sheet  of  the  Holding 
Company  which  more  correctly  sets  out  the  real 
position  is  given  and  will  be  referred  to  later. 

A  preliminary  summary  statement  of  the  surplus 
assets  of  the  four  subsidiary  companies  A.,  B.,  C, 
and  D.  is  also  given,  as  well  as  a  detailed  consoli- 
dated Balance  Sheet  of  the  Holding  Company  and 
the  four  subsidiary  undertakings  showing  the 
workings  in  full,  so  that  anyone  who  desires  to  see 
how  the  figures  have  been  put  together  may  be 
able  to  do  so  readily. 
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METHOD    (i).— THE    **  LEGAL 
BALANCE    SHEET. 


To  publish  only  the  Holding  Company's  Balance  Sheet  and 
Profit  and  Loss  Account,  showing  the  interest  in  subsidiary 
companies  as  an  Investment. 

Advantages  and  Disadvantages. 

In  this  country  it  is  more  usual  to  publish  the 
Holding  Company  Balance  Sheet  in  this  form, 
which  sets  out  only  the  actual  assets  and  liabilities 
of  the  Holding  Company  and  does  not  complicate 
the  statement  by  the  introduction  of  assets  and 
liabilities  of  other  companies,  which,  although  con- 
trolled by  it,  are  nevertheless  carrying  on  business 
as  separate  legal  entities. 

From  the  creditors'  point  of  view  a  Balance 
Sheet  prepared  in  this  way  is  essential  to  enable 
them  to  form  an  opinion  of  the  financial  condition 
of  the  company  against  which  they  would  have  to 
proceed  if  occasion  arose. 

Again,  if  the  Holding  Company  wanted  to  raise 
money  on  debentures  or  shares  with  a  charge  upon 
its  own  assets,  it  would  find  it  necessary  to  prepare 
a  Balance  Sheet  showing  its  own  assets  and 
liabilities  alone  before  an  accurate  opinion  of  the 
security  offered  could  be  formed,  although  it  might 
be  supplemented  by  a  statement  of  the  net  surplus 
assets  of  the  associated  undertakings. 

It  will,  moreover,  be  claimed  that  this  Balance 
Sheet  is  the  more  legal  one  based  upon  the  legal 
status  of  the  Holding  Company  as  a  separate  and 
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distinct  corporation  and  one  which  would  be  re- 
quired to  be  furnished  to  the  authorities  at  Somerset 
House  for  fiHng  purposes  under  the  Companies 
Acts.  It  is  not,  however,  thought  that  the 
authorities  could  or  would  refuse  to  accept  Balance 
Sheets  prepared  in  the  consolidated  form  referred 
to  later  and  within  the  writer's  experience  they 
have  been  accepted. 

One  of  the  advantages  attaching  to  the  Holding 
Company's  Balance  Sheet  in  the  separate  or  legal 
form  is  that  it  is  all  that  is  legally  necessary  for  the 
directors  to  publish. 

Some  might  say  that  this  is  a  distinct 
disadvantage,  because  directors  should  be  in- 
duced to  disclose  to  shareholders  as  much 
information  as  possible  not  only  in  connec- 
tion with  the  concern  in  which  they  are 
directly  interested  but  also  of  the  subsidiary 
companies  in  which  their  interest  is  just  as 
great  although  it  may  be  indirect.  While  there  is 
a  lot  of  truth  in  this  it  is  also  true  to  say  that  the 
legal  Balance  .Sheet  enables  the  directors  to  pre- 
vent the  disclosure  of  vital  information  to  com- 
petitors regarding  their  interest  in  subsidiary 
undertakings.  Further  it  admits  of  the  equalisa- 
tion of  the  income  of  the  parent  company  from  one 
period  to  another  by  the  retention  of  undistributed 
profits  in  the  accounts  of  the  subsidiaries. 

There  is  no  doubt  that  the  question  of  disclosure 
to  competitors  is  of  considerable  importance  and 
is  often  the  deciding  factor  against  any  change  in 
the  form  of  the  published  accounts.  Shareholders 
as  a  rule  are  quick  to  appreciate  the  dangers  attend- 
ing a  too  full  statement  of  the  affairs  of  their  com- 
pany and  rely  to  an  almost  unlimited  extent  upon 
the  advice  tendered  to  them  by  their  board. 

On  the  other  hand,  cases  are  not  unknown  where 
directors,  looking  for  an  excuse,  seize  upon  this  to 
furnish  their  shareholders  with  as  little  information 
as    possible.       Shareholders,    however,    are    now 


beginning  to  understand  and  to  ask  for  more  details, 
and  experience  has  shown  that  it  is  all  to  the  good 
to  give  it  to  them  if  it  can  be  done  without  injury 
to  the  company's  vital  interest. 

At  a  recent  meeting  of  a  well-known  limited 
company  the  chairman,  referring  to  the  Balance 
Sheet,  said  :  — 

"  It  is  frequently  stated  as  a  matter  of  com- 
plaint that  the  Balance  Sheet  of  a  company 
like  ours  does  not  tell  the  full  story  about  the 
position  of  the  business,  and  that  shareholders 
are  quite  in  the  dark  as  to  what  is  really  behind 
such  an  item  as  '  Cost  of  Shares  in  Constituent 
Companies,  ;£"  17,334,564.'  It  is  said  that 
parent  or  holding  companies  are  able  to  screen 
the  true  position  of  affairs  and  that  such  a 
document  as  this  gives  no  indication  as  to 
whether  the  business  of  the  operative  com- 
panies is  prosperous  or  the  reverse.  I  need 
hardly  point  out  to  you  that,  although  we  may, 
in  fact,  own  practically  the  whole  of  these 
businesses,  so  long  as  they  remain  separate 
legal  entities  as  distinct  companies  we  are  not 
entitled  to  put  into  our  Balance  Sheet  the  land, 
buildings,  &c.,  they  own,  but  can,  perforce, 
only  indicate  the  shares  we  hold  at  what  was 
given  for  them  in  our  own  share  capital  and 
cash.  But,  while  this  form  of  legal  Balance 
Sheet  is  thus  narrowly  prescribed  for  us,  and 
we  have  no  option  in  the  matter,  we  have  every 
desire  that  shareholders  should  have  the  fullest 
possible  information  as  to  the  real  position  and 
know  what  actually  constitutes  their  assets.'* 

It  is  doubtful  whether  the  legal  Balance  Sheets 
as  usually  seen  now^adays  unaccompanied  by  any 
further  particulars  concerning  the  general  position 
of  the  allied  undertakings,  really  gives  the  share- 
holders the  information  to  which  they  are  entitled. 
It  fails  to  recognise  the  practical  nature    of    the 
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relationship  existing  between  the  Holding  Com- 
pany and  its  subsidiaries.  The  treatment  may  be 
justified  on  legal  and  technical  grounds  in  that  the 
Holding  Company  merely  owns  the  shares,  but  it 
is  a  method  which  is  open  to  criticism  from  the 
point  of  view  of  an  investor  and  lends  itself  to  abuse 
in  the  hands  of  an  unscrupulous  management. 
Moreover,  from  the  business  standpoint,  the  parent 
company  virtually  owns  and  actually  controls  the 
surplus  assets  of  its  subsidiaries  which  the  shares 
represent. 

With  some  companies  it  can  certainly  be  said 
that  the  legal  Balance  Sheet  does  not  show  the  true 
position  of  the  Holding  Company,  and  gives  little 
or  no  information  of  the  consolidation  as  a  whole. 

It  is  submitted  that  in  every  such  case  where  it  is 
clear  that  the  Holding  Company's  Balance  Sheet 
does  not  of  itself  give  a  full  and  fair  statement  of 
the  position,  as,  for  example,  where  a  considerable 
portion  of  the  capital  is  invested  in  subsidiary 
concerns,  then  it  should  be  supplemented  either  by 
an  aggregated  statement  of  the  assets  and  liabilities 
of  all  the  undertakings,  including  the  Holding 
Company,  or  by  a  statement  of  the  total  assets  and 
liabilities  of  all  the  subsidiary  enterprises  which- 
ever may  seem  the  more  appropriate  for  the 
occasion. 

Without  some  such  statement  it  would  be  possible 
to  conceal  the  real  state  of  affairs  of  the  subsidiary 
companies,  what  profits  or  losses  they  were  making, 
what  their  assets  consist  of,  what  liabilities  have 
been  incurred,  and  so  on,  as  these  facts  would  not 
appear  in  the  Holding  Company's  accounts  at  all. 

In  the  case  of  the  concern  referred  to  above,  the 
chairman  proceeded  to  inform  the  shareholders  that 
a  consolidated  statement  of  assets  and  liabilities  of 
the  parent  company  and  its  subsidiaries  had  been 
prepared,  and  he  gave  them  the  figures  by  way  of 
supplementary  information.  This  is  worthy  of 
special  mention  as  one  of  the  few  cases  of  its  kind 


in  this  country — a  precedent  which  it  is  hoped  will 
be  followed  by  all  similar  concerns  in  the  future. 

Shareholdings — How  set  out  in  Balance  Sheet. 

The  amount  representing  the  shares  held  in  sub- 
sidiary or  constituent  undertakings  is  often  included 
in  the  Balance  Sheet  in  the  general  head  of  Invest- 
ments along  with  other  investments  of  a  totally 
different  character  without  being  so  disclosed,  and 
loans  or  balances  on  current  account  owing  by  or  to 
subsidiary  undertakings  occasionally  appear  under 
the  general  heading  of  Sundry  Debtors  or  Sundry 
Creditors  as  if  they  were  not  of  a  special  character. 
It  is  clear  that  each  case  must  be  decided  accord- 
ing to  the  facts  surrounding  it,  and  a  definite  prin- 
ciple cannot  be  laid  down  that  will  apply  to  every 
case,  but  as  a  rule  the  item  Shares  or  Holdings  in 
Subsidiary  or  Allied  Companies  should  not  appear 
under  the  general  heading  of  Investments  in  the 
parent  company's  Balance  Sheet.  The  example  in 
Appendix  I  illustrates  this  point.  It  would  clearly 
be  wrong  in  the  Balance  Sheet  of  the  Holding 
Company  to  include  the  shares  in  the  subsidiary 
undertakings  under  the  head  of  Investments  in  the 
same  category  as  War  Stocks.  They  are  of  a  totally 
different  character. 

The  items  included  under  this  head  are,  as  a 
rule,  investments  of  a  readily  realisable  character 
which  have  probably  been  acquired  by  way  of  tem- 
porary investment  of  cash  funds.  They  are  shown 
in  the  Balance  Sheet  as  current  assets  near  the 
item  Cash,  as  indicating  that  they  are  of  a  liquid 
character  and  may  be  relied  upon  to  supply  funds 
in  case  of  emergency. 

This  hardly  applies  to  shares  in  controlled  sub- 
sidiary companies  which  are  not  usually  held  for 
the  purposes  of  re-sale  at  all,  but  are  intended  to 
be  held  and  used  for  the  purpose  of  earning  profit. 
In  other  words  they  should  be  regarded  in  the  light 
of    capital   or   fixed   assets  and  so  treated  in  the 
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Balance  Sheet  of  the  Holding  Company  under  a 
separate  heading  such  as  ;'  Shares  (or  Holdings) 
in  Subsidiary  Companies." 

It  is  possible  that  the  share  capital  of  the  con- 
stituent undertakings  may  not  be  represented  by 
tangible  assets  at  all  and  may  have  been  entirely 
lost  in  trading,  as,  for  example,  in  the  case  of  sub- 
sidiary A.  in  Appendix  I. 

Moreover,  the  shares,  failing  a  ready  market 
which  rarely  exists,  are  of  an  indirect  character  in 
the  sense  that  in  the  liquidation  of  a  subsidiary 
concern  the  parent  company,  in  respect  ot  its 
shares,  would  (subject  to  minority  interests)  receive 
only  the  balance  of  the  assets  remaining  after  all 
liabilities  and  prior  charges  had  been  paid.  In 
other  words,  the  investments  represent  the  Hold- 
ing Company^s  right  to  the  subsidiary  s  net 
surplus  assets. 

The  heading  Trade  Investments  does  not  wholly 
meet  the  case,  unless  it  is  clearly  explained  that 
the  item  consists  of  investments  in  undertakings 
which  are  controlled  and  unless  it  is  so  set  out  in 
the  Balance  Sheet  as  to  make  it  clear  that  it  is 
not  in  the  nature  of  a  current  asset. 

Naturally,  if  the  assets  of  the  subsidiaries  were 
all  of  a  current  nature,  such  as  stock,  debts,  cash, 
&c.,  which  could  be  made  use  of  by  the  parent 
companv,  a  different  position  might  arise,  but  this 
is  seldom  found  to  be  the  case. 

At  the  same  time  it  is  realised  that  instances  may 
be  cited  where  some  justification  could  be  shown 
for  including  the  item  under  some  heading  other 
than  the  separate  one  suggested  above. 

As  to  whether  the  names  of  the  subsidiaries  and 
the  numbers  and  denominations  of  the  various 
shares  held  should  be  set  out  in  full  on  the  face 
of  the  Balance  Sheet  depends  upon  the  circum- 
stances. Wherever  possible  it  should  be  done,  but 
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it  could  hardly  be  considered  essential  to  do  so  and 
might  not  always  be  advisable  from  the  point  of 
view  of  competitors. 

Amounts  due  from  Subsidiary  Companies, 

Another  important  matter  is  the  treatment  of 
loans  or  advances  or  debit  balances  on  current  or 
other  account  with  subsidiary  undertakings.  Cases 
will  no  doubt  occur  to  everyone  where  the  true 
state  of  affairs  would  not  be  shown  if  these  balances 
were  allowed  to  remain  in  the  Parent  Company's 
Balance  Sheet  under  the  general  head  of  Sundry 
Debtors.  By  increasing  the  current  assets  in  this 
way  the  Balance  Sheet  might  show  a  better  position 
than  is  justified  and  thereby  it  might  improperly 
facilitate  borrowing  by  the  Parent  Company.  As 
a  rule  these  advances  to  subsidiaries  are  not  current 
assets,  although  the  manner  in  which  they  are 
shown  might  give  this  impression. 

Subsidiary  companies  which  are  extending  their 
business  are  often  financed  by  means  of  loans 
from  the  Holding  Company  rather  than  by  the 
raising  of  additional  capital.  The  subsidiary 
undertaking  may  find  it  necessary  to  borrow  from 
the  Parent  Company  to  meet  capital  expenditure 
which  is  not  realisable  at  all  as  a  going  concern, 
or  for  the  purpose  of  purchasing  larger  stocks 
or  to  meet  trading  losses  or  to  repay  capital  liabili- 
ties such  as  debentures. 

It  becomes  necessary,  therefore,  in  considering 
the  debit  balance  against  a  subsidiary  to  ascertain 
what  is  represented  by  it  in  the  subsidiary  under- 
taking. It  may  be  by  capital  expenditure  or 
trading  losses;  in  fact,  the  greater  the  losses  the 
more  is  money  likely  to  be  required.  In  many 
cases  the  loans  or  other  debit  balances  are  as  much 
a  part  of  the  capital  of  the  subsidiary  company  as 
that  represented  by  the  shares  in  the  hands  of  the 
Parent  Company,  and  where  this  is  so,  they  should 
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be  SO  treated  in  the  Holding  Company's  Balance 
Sheet. 

If  the  constituent  company  is  not  in  a  position 
immediately  to  repay  the  amounts  owmg  or  is  not 
likely  to  do  so  they  should  not  appear  among 
sundry  debtors  of  the  Holding  Company  or  under 
current  assets  at  all.  It  is  not  enough  to  say  that 
the  subsidiary  undertaking  is  m  a  position  to 
borrow  money  on  debenture  or  otherwise  and  to 
repay  the  Holding  Company  if  it  has  not,  in  fact, 
done  so. 

There  may  be  cases  where  it  would  be  a  more 
accurate  statement  to  divide  the  debit  balance  and 
to  include  such  portion  of  it  as  has  been  paid  or 
is  likely  to  be  paid  in  cash  (as,  for  example,  final 
dividends  of  a  subsidiary  company)  with  other 
debts  due  to  the  Holding  Company  under  Sundry 
Debtors. 

Here,  again,  each  case  must  be  decided  upon 
its  merits,  but  where  it  is  considered  that  it  would 
be  wrong  to  include  the  item  in  .Sundry  Debtors 
it  is  better  that  it  should  be  shown  with  the  item 
representing  the  investment  in  shares  supplement- 
ing  the  wording  accordingly  or  set  out  separat^ely 
under  some  such  appropriate  heading  as  Ad- 
vances to  Subsidiary  Companies,  adding  the 
amount  to  the  item  representing  the  shares  and 
carrying  to  the  total  column  the  sum  of  the  two. 
If  it  is  so  desired  a  note  could  be  put  under  the 
two  items  showing  how  much  is  represented  by 
fixed  and  current  assets  respectively  in  the  sub- 
sidiary undertakings. 

In  the  example  in  Appendix  I  it  will  be  seen 
that  the  loan  by  the  Holding  Company  to  subsidiary 
A.  is  represented  by  losses  or  by  fixed  assets  and 
is  certainly  not  of  a  current  nature.  If  subsidiary 
\  were  to  fail,  the  Holding  Company  might  take 
its  share  with  the  other  creditors  of  the  amount 
realised  in  the  liquidation  after  payment    of   the 
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debenture  stock,  but  it  might  not  be  in  the  interest 
of  the  Holding  Company  or  of  the  consolidation 
as  a  whole  that  this  subsidiary  undertaking  should 
go  into  liquidation,  and  that  this  is  so  here  appears 
to  be  illustrated  by  the  item  "  Stocks''  in  the 
Balance  Sheet,  which  would  seem  to  indicate  that 
subsidiary  A.  is  an  important  outlet  for  the  goods 
of  subsidiary  B.  This  means  in  effect  that  the 
Holding  Company  would  have  to  make  itself 
responsible  for  the  payment  of  the  other  creditors 
of  subsidiary  A.,  and  so  far  from  receiving  money 
would  largely  increase  the  amount  of  its  advances. 

Amounts  due  to  Subsidiary  Companies, 

With  regard  to  balances  due  to  subsidiary  com- 
panies these  should  be  set  out  as  liabilities  in  the 
Balance  Sheet  as  a  separate  item  and  not  included 
under  the  general  head  of  Sundry  Creditors. 
Amounts  due  to  one  subsidiary  company  may  be 
set  off  against  advances  made  to  the  same  concern, 
but  should  not  be  deducted  from  advances  to  other 
subsidiaries.  While  they  may  be  related  transac- 
tions they  are  distinct  in  the  sense  that  on  a  wind- 
ing-up there  is  no  set  off  and  the  liabilities  would 
have  to  be  paid  to  the  one  company  and  the  ad- 
vances collected  from  the  other  concerns. 

"  Cost  "  where  Consideration  is  Exchange  of 
Shares  at  a  Premium, 

So  much  for  the  setting  out  of  the  items  on  the 
face  of  the  Balance  Sheet.  It  is  now  necessary  to 
consider  the  amount  at  which  the  investments 
might  appear  therein,  whether  at  cost  or  at  what 
value. 

In  the  books  of  the  Parent  Company  the  shares 
it  holds  in  subsidiary  or  constituent  undertakings 
will  no  doubt  appear  at  cost,  i.e.  the  amount  paid 
in  cash  or  in  its  own  shares  issued  in  exchange. 
In  the  case  of  an  exchange  of  shares  the  transac- 
tion will  probably  have  taken  into  account  the  value 
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of  the  Holding  Company's  shares  at  the  time  the 
transaction  was  entered  into  (it  may  be  there  is 
an  official  market  quotation),  and  if  this  value 
should  be  in  excess  of  the  par  value,  the  Holding 
Company  might  regard  the  excess  as  a  premium 
upon  the  issue  of  its  own  shares.  An  example  of 
this  is  given  in  Appendix  I,  where  it  will  be  seen 
that  the  Holding  Company  acquired  the  ordinary 
shares  of  subsidiary  A.  for  ;^  150,000,  satisfied  by 
the  issue  of  30,000  of  its  own  shares  which  pre- 
sumably stood  in  the  market  at  the  time,  or  were 
considered  to  be  of  the  value  of  ;^5  each,  or  at  a 
premium  of  ;/C4  P^r  share.  The  Holding  Com- 
pany has  taken  the  premium  of  /' 120,000  to  its 
keserve  Account.  The  Balance  Sheet  of  sub- 
sidiary A.  shows  that  it  would  not  be  correct  to 
treat  it  in  this  way  as  the  reserve  does  not  exist. 
As  to  whether  it  existed  at  the  date  the  shares  were 
acquired,  having  regard  to  the  price  paid  for  them, 
would  depend  upon  the  real  financial  position  at 
that  time  which  is  not  clear  and  would  require 
investigation.  From  the  information  now  avail- 
able, however,  it  is  suggested  that  the  cost  to  the 
Holding  Company  should  be  stated  at  ;^30,ooo, 
viz. :  the  par  value  of  the  shares  issued.  In  other 
words,  the  premium  should  be  deducted  from  the 
*'  cost  "  and  not  shown  as  a  Reserve. 

It  may  be  asked,  is  this  always  correct  ?  The 
answer  must  obviously  depend  entirely  upon  the 
circumstances  of  each  case.  Speaking  generally, 
however,  the  premium  should  be  deducted  from 
the  cost  in  every  case  where  it  is  not  represented 
in  the  subsidiary  company  by  a  surplus  of  tangible 
assets  (other  than  goodwill)  over  liabilities,  includ- 
ing shares  not  acquired,  and  after  deducting  from 
the  surplus  the  par  value  of  the  shares  of  the  Hold- 
ing Company  issued  in  exchange.  Assume,  as  an 
example,  a  company  having  a  capital  of  ;^ioo, 
reserve  ;£'ioo,  and  net  tangible  assets,  after  deduct- 
ing liabilities  of  ;^200,  and  that  the  Holding  Com- 
pany acquired  the  whole  of  the  share  capital  (i.e. 
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;^ioo)  by  the  issue  of  50  of  its  own  £1  shares, 
which  then  stood  in  the  market  at,  say,  £^  each 
or  at  a  premium  of  ;£;^.  There  is  a  surplus  of 
assets  over  liabilities  of  the  company  acquired  of 
;£'200,  and  there  seems  no  reason  why  in  such  a 
case  the  premium  of  £s  (viz.,  ;^i5o)  should  not 
appear  amongst  the  Holding  Company's  reserves 
though  not  as  part  of  the  General  Reserve  Fund 
unless  it  is  ear-marked  definitely  as  a  premium. 

If,  in  the  above  example,  the  surplus  tangible 
assets  were  ;^ioo  and  ;{^ioo  represented  goodwill, 
it  is  submitted  that  the  Holding  Company  would 
only  be  justified  in  showing  ;^50  of  the  premium 
as  a  reserve  and  the  balance  of  ;^  100  should  be 
deducted  from  the  cost  of  the  shares,  showing  a 
net  cost  of  ;^ioo  in  its  own  books. 

Whether  the  premium  would  be  available  for 
revenue  purposes  depends  upon  the  company's 
memorandum  and  articles  of  association. 

It  may  be  said  that  if  this  premium  is  allowed  to 
be  shown  as  a  reserve  in  the  Holding  Company's 
Balance  Sheet,  then  in  the  whole  merger  it  will 
appear  twice,  in  that  it  may  also  appear  in  the 
constituent  company's  Balance  Sheet.  This  is 
undoubtedly  so,  but  the  merger  must  be  viewed 
from  the  standpoint  of  the  Holding  Company  and 
not  from  that  of  any  one  subsidiary.  If  the  assets 
and  liabilities  of  the  subsidiary  are  amalgamated 
with  those  of  the  Parent  Company,  it  is  clear  that 
the  reserve  in  the  subsidiary  company's  Balance 
Sheet  disappears,  being  ofif-set  together  with  the 
shares  acquired  by  the  cost  in  the  accounts  of  the 
parent  undertaking. 
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Cost  "  includes  Earnings  of  Subsidiaries  up  to 
Date  of  Acquisition, 

There  is  a  further  important  point  to  be  borne  in 
mind  in  considering  what  is  cost,  viz.  that  all 
dividends  received  from  any  of  the  subsidiary 
undertakings    distributed    out    of   their   surpluses 
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existing  at  the  time  their  shares  were  acquired  must 
be  deducted  from  the  "  cost  "  of  the  shares  in  the 
Parent  Company's  accounts. 

When  a  Holding  Company  acquires  the  shares  of 
a  subsidiary  concern  it  acquires,  in  effect,  the  sur- 
plus of  assets  over  liabilities  at  that  time.  The 
price  paid  for  the  shares  is  assumed  to  have  taken 
into  consideration  the  then  value  of  the  assets  as 
well  as  goodwill.  Looked  at  in  another  way,  the 
Holding  Company  bought  and  paid  for  any  credit 
balances  on  Profit  and  Loss  or  other  Reserve 
Accounts  existing  at  the  time,  and  it  would  ob- 
viously be  improper  for  the  Holding  Company  to 
treat  these  as  its  income. 

A  dividend  paid  out  of  these  assets  (or  out  of 
the  reserves,  whichever  way  it  is  regarded)  is  a 
return  to  the  Holding  Company  of  a  portion  of 
the  assets  acquired,  or,  in  other  words,  a  return 
of  some  part  of  the  purchase  money,  and  other 
things  being  equal,  the  shares  of  the  subsidiary 
undertaking  are  in  consequence  of  a  less  value 
than  they  were  at  the  time  they  were  purchased. 

In  the  accounts  of  the  constituent  concern  the 
surplus  of  assets  might  be  represented  by  a  balance 
on  Profit  and  Loss  Account  or  by  reserve  funds 
or  surpluses  on  other  accounts,  and  it  would  be 
within  the  power  of  each  of  the  subsidiary  com- 
panies to  declare  dividends  out  of  any  surpluses 
in  whatever  period  accumulated.  These  dividends 
in  the  hands  of  the  Holding  Company  are  not  earn- 
ings and  must  be  credited  in  reduction  of  the  cost 
of  the  shares  acquired.  In  short,  the  Holding 
Company  can  only  make  profits  and  declare 
dividends  out  of  the  earnings  of  its  sub- 
sidiary undertakings  arising  subsequent  to 
the  date  of  purchase.  There  is  an  illus- 
tration of  this  in  the  example  in  Appendix  I  in 
the  case  of  subsidiary  B.,  where  it  will  be  seen 
from  the  Balance  Sheet  of  that  company  that  a 
dividend  was  paid  out  of  the  profits  earned  before 
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the  date  of  purchase  of  the  shares  by  the  Holding 
Company,  and,  consequently,  in  the  hands  of  the 
latter  this  dividend  is  a  reduction  of  the  cost  and 
has  been  so  treated. 

It  is  of  the  utmost  importance  when  examining 
a  Balance  Sheet  of  a  Holding  Company  at  any 
date  that  this  point  should  be  investigated.  It 
should  be  seen  that  the  total  surpluses  of  all  sub- 
sidiary undertakings,  no  matter  on  what  account, 
in  existence  at  the  time  of  their  purchase  (after 
making  due  allowance  for  dividends  since  paid  and 
credited  in  reduction  of  cost  of  shares  as  mentioned 
above)  are  still  available  to  an  amount  not  less 
than  that  total.  If  this  is  not  so,  it  will  be  due  to 
subsequent  losses  and  reference  must  be  made 
thereto  on  the  Balance  Sheet  or  in  the  auditor's 
report  as  is  mentioned  later. 

In  investigating  the  position,  if,  for  example, 
an  old  reserve  of  one  subsidiary  company  has  been 
used  and  treated  as  income  by  the  Holding  Com- 
pany, no  exception  would  necessarily  be  taken  to 
this  provided  it  is  offset  by  profits  made  subsequent 
to  the  date  of  purchase  and  not  distributed  in  the 
case  of  other  subsidiaries.  That  is  to  say  the  sub- 
sidiary undertakings  should  be  regarded  as  a  whole 
and  not  treated  separately,  subject,  however, 
to  the  comments  made  later  under  the  head  of 
**  Balance  Sheets  of  Subsidiaries  show  Losses 
since  Acquisition." 

Difficulties  occasionally  arise  in  ascertaining  the 
surplus  of  subsidiaries  which  from  the  standpoint 
of  the  Parent  Company  are  to  be  regarded  as 
capital,  where  negotiations  for  the  purchase  have 
extended  over  several  months,  and  it  is  finally 
arranged  to  date  the  purchase  back  and  base  it 
upon  the  Balance  Sheet  at  the  close  of  the  last 
financial  year  on  the  understanding  that  the  earn- 
ings for  the  current  period  are  to  belong  to  the 
purchaser.  Profits  (or  losses)  will  have  accrued 
meanwhile,  and  it  is  then  a  question  of  fact  how 
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far,  if  at  all,  these  profits  have  entered  into  the 
price  finally  agreed  upon.  It  would  not  seem 
unreasonable  to  treat  the  earnings  for  the  current 
year  as  income  of  the  purchaser  unless  they  have 
been  included  in  the  purchase  price  and  conse- 
quently paid   for  by  him. 

Where  interest  is  paid  upon  the  amount  of  the 
consideration,  as,  for  example,  from  the  date  of  the 
prior  Balance  Sheet,  it  must,  of  course,  be  charged 
against  the  profits  of  the  current  year  belonging 
to  the  purchaser. 

Cases  are  not  unknown  where  the  articles  of 
association  of  a  company  provide  for  the  payment 
of  dividends  out  of  profits  earned  prior  to  incor- 
poration, but  it  seems  very  doubtful  whether  such 
a  course  is  legally  admissible. 

Is  "At  Cost"  correct 'for  Balance  Sheet? 

How  often  one  finds  in  a  Balance  Sheet  the  item 
Investments  or  .Shares  in  subsidiary  companies, 
or  Holdings  in  and  Advances  to  subsidiary  com- 
panies "at  cost."  The  question  naturally  arfses  : 
is  this  correct  or  can  exception  be  taken  to  the 
item  being  stated  "at  cost."  The  answer  to  this 
can  only  be  given  after  the  facts  of  each  case  have 
been  investigated  and  considered. 

It  is  seldom  that  there  are  market  quotations 
for  the  shares,  and  even  if  such  quotations  exist 
they  are  usually  nominal,  and  it  would  hardly  be 
fair  to  value  the  shares  at  these  prices  for  the  reason 
that  no  such  value  would  probably  be  obtained  for 
so  large  a  block  of  shares  at  any  one  time,  or, 
indeed,  is  it  likely  that  they  would  be  put  on  the 
market  for  sale.  Recognition  must  be  given  to 
the  fact  that  there  are  exceptions  to  this,  and  occa- 
sionally one  finds  that  no  difficulty  would  be  ex- 
perienced in  disposing  of  a  large  block  of  shares 
privately  to  an  interested  party  or  undertaking  at 
the  nominal  quotation  or  at  almost  any  price  within 
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reason  which  might  be  asked.  Where  this  is  so 
the  case  has  to  be  considered  separately  and  dealt 
with  accordingly.  As  a  rule,  however,  market 
quotations  are  no  guide  for  the  purpose  in  view. 

Another  point  which  might  be  considered  of 
importance  is  the  income  received  from  subsidiary 
companies.  Assuming  this  income  to  be  substan- 
tial, it  may  be  regarded  as  sufficient  yield  on  the 
total  holdings  to  justify  the  "at  cost"  in  the 
Balance  Sheet.  This  is  hardly  the  case,  however, 
as  naturally  the  income  received  would  only  be 
from  those  undertakings  which  are  in  a  flourish- 
ing condition,  while  considerable  losses  may  have 
been  incurred  by  other  concerns  and  not  been 
provided  for  by  the  Holding  Company. 

A  fairer  way  is  to  regard  the  subsidiary  under- 
takings as  if  they  were  branches  of  the  Holding 
Company,  and  from  this  point  of  view  no  excep- 
tion would  be  taken  to  "at  cost,"  provided  it  can 
be  shown,  as  far  as  it  is  possible  to  do,  that  the 
position  of  the  subsidiary  concerns,  taken  as  a 
whole,  has  not  changed  for  the  worse  since  they 
were  acquired.  For  example,  that  losses  have  not 
been  incurred  other  than  those  provided  for  by  the 
Holding  Company — that  the  total  surpluses  in 
existence  when  the  shares  were  acquired  are  still 
available,  and,  generally,  that  so  far  as  it  is  pos- 
sible to  say,  the  properties  and  other  assets  of  the 
subsidiary  undertakings  have  not  deteriorated  in 
value.  At  the  same  time  the  Holding  Companv 
could  hardly  be  required  to  write  down  out  of 
profits  the  cost  .of  an  investment  in  a  subsidiary 
merely  on  the  ground,  for  instance,  that  the  land 
and  buildings  of  a  subsidiary  by  a  general  fall  in 
values  are  worth  less  than  w'hen  the  business  was 
acquired. 

Examination  of  Balance  Sheets  of  Subsidiaries, 

This    naturally     involves   an    inquiry    into    the 
Balance  Sheets  of  the  subsidiary    companies    in 
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order  to  obtain  the  necessary  information.  This 
IS  often  rendered  difficult  by  the  fact  that  the 
auditors  of  the  Holding  Company  are  not  neces- 
sarily the  auditors  of  the  subsidiary  undertakings, 
and  they  have  frequently  to  rely  in  such  cases 
upon  the  certified  accounts,  supplemented  by  such 
other  information  as  they  are  able  to  obtain  from 
inquiries. 

In   this  connection  the  following  points  should 
be  borne  in  mind  and  investigated  as  to  whether 
there  are  any  errors  of  principle  in  the  subsidiary 
companies'    Balance    Sheets    looked    at  from  the 
standpoint  of  the  Parent  Company  or  the  consoli- 
dation as  a  whole,  whether  dividends  have  been 
paid  by  a   subsidiary  company  without  adequate 
provision     for    depreciation     or    other    reserves, 
whether  there  are  any  contingent  liabilities  of  the 
Holding  Company  for  guarantees,    such  as  of  a 
note  issue  or  bills  of  a  subsidiary  undertaking,  and 
so  on.     It  is  not  unusual  to  find  that  the  dividend 
on  the  preference  shares  of  one  or  more   of    the 
operating  companies  has  been  guaranteed  by  the 
parent  concern,  and  if  the  profits  of  these  under- 
takings are  not  sufficient  to  meet  the  dividend, 
the  charge  would  necessarily  fall  upon  the  Parent 
Company.       In    the   example    in    Appendix  I,  if 
the  Holding  Company  had  guaranteed  the  dividend 
on  the  preference  shares  of  subsidiary  A.,  the  note 
on  that  Balance  Sheet  would  not  have  appeared, 
as  the  dividend  would  have  been  discharged  out  of 
the  Holding  Company's  profits. 

Statement  required  of  present  Position  of 

Subsidiaries. 

The  inquiry  being  completed,  a  statement  should 
be  prepared  showing  the  exact  position  of  the  sub- 
sidiary companies,  taken  together  from  the  stand- 
point of  the  parent  concern,  and,  more  particularly, 
with  the  object  of  seeing  how  far  the  position  has 
improved  or  changed  for  the  worse  since  they  were 
acquired,  that  is  to  say  whether,  taking  them  as  a 
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whole,  there  are  profits  still  undistributed  or  losses 
unprovided  for  by  the  Holding  Company. 

In  the  preparation  of  the  statement  adjustments 
will  be  necessary  to  make  due  allowance  for 
minority  or  outside  shareholders'  interests,  which 
is  referred  to  later,  and  also  to  provide  for  all  inter- 
company profits  unearned. 

In  practice  it  will  be  found  more  convenient  to 
prepare  an  amalgamated  Balance  Sheet  of  the 
Holding  Company  and  its  subsidiary  undertakings 
because,  as  will  be  seen  later,  the  position  is 
brought  more  clearly  into  view.  In  fact,  whether 
the  amalgamated  Balance  Sheet  is  intended  to  be 
published  or  not,  its  preparation  is  invaluable  to 
enable  an  auditor  to  get  a  correct  view  of  the  busi- 
ness as  a  whole  and  to  decide  what,  if  any,  ad- 
justments in  the  accounts  are  necessary  or  quali- 
fications desirable  before  the  Holding  Company's 
Balance  Sheet  is  certified.  This  is  particularly 
necessary  where  there  are  a  large  number  of  con- 
stituent undertakings.  In  a  case  recently  under 
the  writer's  review,  over  one  hundred  and  fifty 
Balance  Sheets  were  involved  in  the  investigation 
of  the  Parent  Company's  accounts.  This  case 
was  also  complicated  by  the  fact  that  some  of  the 
subsidiary  concerns  were  themselves  also  Holding 
Companies,  and  the  difficulties  of  the  situation 
created  by  such  a  combination  can  be  appreciated. 

Inter-Company  Profits  and  Balances. 

With  regard  to  inter-company  profits  as  between 
one  company  and  another,  no  exception  could  be 
taken  to  the  transfer  of  stock  in  trade  or  sales  to 
an  allied  company  or  the  execution  of  capital 
works  at  a  profit,  but  from  the  standpoint  of  the 
Holding  Company,  viewing  the  subsidiary  under- 
takings as  branches,  it  would  not  be  justifiable  to 
take  credit  for  any  such  profits  on  stocks  (or 
capital  works)  not  disposed  of  to  outside  customers 
Similar  remarks  apply  to  such  items  as  sales  at  a 
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profit  by  one  subsidiary  company  of  goods  ob- 
tained from  another  or  interest  on  loans  where  the 
concern  supplying  the  goods  or  charged  with  the 
interest  is  making  losses  which  have  not  been 
taken  up  by  the  Holding  Company.  In  all  such 
cases  the  fact  that  such  transactions  between  the 
companies  may  have  been  completed  by  actual 
payment  does  not  affect  the  question  of  principle 
involved  or  alter  the  fact  that  appropriate  adjust- 
ments should  be  made  to  set  the  accounts  straight 
and  to  reserve  where  necessary  for  any  such  profits 
which  are,  in  effect,  unearned  from  the  standpoint 
of  the  Holding  Company. 

All  inter-company  balances  should  be  agreed  in 
detail  before  the  statement  is  completed.  If  there 
are  items  in  transit  which  have  not  been  taken  up, 
whether  by  the  subsidiary  companies  or  by  the 
Holding  Company,  they  must  be  examined  so  as 
to  ensure  that  any  transactions  between  the  com- 
panies directly  affecting  the  Profit  and  Loss 
Accounts  are  properly  dealt  with  and  that  profits 
made  by  one  company  at  the  expense  of  another 
are  reserved  for  unless  the  loss  to  the  other  com- 
pany is  taken  up  in  the  same  period. 

If  the  subsidiary  undertakings  do  not  close  their 
accounts  and  prepare  their  Balance  Sheets  at  the 
same  date  as  the  Parent  Company  or  as  near 
thereto  as  to  make  no  practical  difference,  the  agree- 
ment of  inter-company  balances  and  the  examina- 
tion of  outstanding  items  is  obviously  much  more 
important.  It  also  raises  other  questions  involving 
possible  irregularities  which  it  is  not  the  purpose 
of  this  book  to  enter  into  but  which  must  be  borne 
in  mind. 

Goodwill  in  ''  Cost  "  of  Shares, 

The  statement  or  amalgamated  Balance  Sheet 
having  been  completed  it  will  probably  be  found 
that  the  cost  to  the  Holding  Company  of  its 
interest  in  subsidiaries  is  not  exactly  repVesented 
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by  surplus  tangible  assets  in  those  concerns;  in 
other  words  there  is  a  goodwill  item  in  the  cost. 
This  will  consist  of  the  goodwill  figures  in  the 
Balance  Sheets  of  the  subsidiaries,  plus  the  pre- 
mium paid  by  the  Holding  Company  (or  minus 
any  discount  received)  after  deducting  any  surplus 
or  adding  any  deficiency  in  existence  at  the  date 
the  shares  were  purchased. 

Is  it  necessary  to  deal  in  the  Balance  Sheet  of 
the  Holding  Company  with  this  item  of  Goodwill  ? 
It  must  be  admitted  that  it  is  seldom  anv 
reference  thereto  is  found,  but  it  is  suggested  that 
it  v^ould  give  a  clearer  view  of  the  state  of  the 
affairs  if  a  note  appeared  in  the  Holding  Com- 
pany's Balance  Sheet  against  the  shares  in  sub- 
sidiary companies  to  the  effect  that  the  figure  in- 
cluded goodwill  to  an  amount  specified. 

If  the  assets  and  liabilities  of  the  subsidiary 
undertakings  are  amalgamated  with  those  of  the 
Holding  Company,  the  item  Goodwill  would  neces- 
sarily appear  in  the  Balance  Sheet  as  such.  Merelv 
because  the  Balance  Sheet  of  the  consolidation 
happens  to  be  prepared  in  some  other  form  the 
goodwill  of  subsidiaries  is  allowed  to  be  hidden 
away. 

An  auditor  would,  however,  hardly  be  justified 
in  qualifying  his  report  if  the  directors  objected  to 
the  Balance  Sheet  containing  the  note  suggested. 

Balance  Sheets  of  Subsidiaries  show  Improved 

Position. 

The  most  important  figures  in  the  statement  are 
those  showing  what  profits  remain  undistributed 
or  losses  unprovided  for  by  the  Holding  Company. 
If  the  surpluses  of  the  subsidiary  concerns,  taking 
them  as  a  whole,  have  increased  since  the  date  of 
the  acquisition  of  the  shares,  that  is  to  say  there 
is  a  profit  in  their  accounts  undistributed,  then 
other  factors  remaining  the  same,  the  position  has 
improved  and,  consequently,   no  exception  would 
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be  taken  to  the  investments  in  the  Balance  Sheet 
remaining  "  at  cost.** 

It  might  be  that  the  directors  would  wish  to  take 
up  any  undistributed  profits  of  subsidiaries  as  an 
asset  in  the  Holding  Company's  Balance  Sheet 
and  credit  the  amount  to  the  Profit  and   Loss  Ac- 
count.      If,  as  is  assumed,  the  undertakings  are 
not  merely  owned  but  effectively  controlled,  and 
the  amount  is  properly  disclosed  on  the  face  of  the 
accounts,  then  no  objection   could  be  raised    to  this 
course  provided  always  that  any  losses  of    other 
subsidiaries  are  reserved  for.     Where  there  is  con- 
trol which,   however,   is  not  exercised,   it    would 
appear    inadvisable    that     undistributed   earnings 
should  be  taken  up,  and,  consequently,  only  divi- 
dends actually  declared  or  proposed  to  be  declared 
should  be  credited  to  Profit  and  Loss  Account.  In 
this  country  it  is  seldom  that  profits  of  subsidiary 
undertakings  other  than  their  dividends  are  taken 
credit  for  in  the  Parent  Company's  Balance  Sheet, 
but  if  they  are,  care  should  be  exercised  to  see  that 
the  amount  does  not  appear  under  the  general  head 
of  Sundry  Debtors  for  the  reason  that  it  will  not 
be  collected  unless  the  subsidiaries  pay  a  dividend. 
It  should  be  appropriately  described  as   undistri- 
buted profit  of  subsidiaries  and  distinguished  from 
any  dividend  declared  or  proposed  to  be  declared 
by  them  which  will  be  paid  in  cash  in  the  ordinary 
course.       This   latter   amount    might    reasonably 
appear  under  the  head  of  Sundry  Debtors. 

It  is  necessary  to  mention  here  the  possibility 
of  abuse  by  allowing  considerable  profits  to  be 
accumulated  year  by  year  in  the  hands  of  sub- 
sidiary companies  (paying  only  a  small  dividend 
or  no  dividend  at  all)  and  without  any  reference 
thereto  in  the  Holding  Company's  Balance  Sheet 
or  Report.  This  would  result  in  an  understate- 
ment of  the  real  profits  of  the  consolidation,  and 
unless  the  accounts  of  the  subsidiaries  are  pub- 
lished or  furnished  to  the  shareholders  of  the  Hold- 
ing Company  they  would  be  entirely  ignorant  of 
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the  true  results  and  the  real  value  of  their  shares, 
i^rom  an  auditor's  point  of  view  all  such  cases 
require  special  consideration,  bearing  in  mind  that 
the  practice  indicated  if  carried  to  excess  may 
easily  result  in  a  point  being  reached  where  a 
Holding  Company's  Balance  Sheet  no  longer 
shows  the  true  and  correct  view  of  the  affairs  of 
the  undertaking. 

Instances  will  no  doubt  arise  where  a  Holding 
Company  acquires  a  subsidiary  concern  with  a 
deficiency  of  assets,  which  latter  is  made  good  by 
profits  earned  subsequently.  In  the  subsidiary 
company  s  accounts  the  profits  would  ^o  to  the 
fhl"?K''V^ii^^  deficiency,  but  it  is  submitted 
that  the  Holding  Company  would  be  justified,  if 
t  so  desired,  in  treating  these  profits  as  part  of 
the  current  earnings  of  the  consolidation  as  a 
whole  and  thereby  increase  the  book  value  of  the 
investment. 

Inasmuch  as  the  current  profits  would  go  to  ex- 

IhT/h  l^^,?'^^^?y'  ^^^s^S'  it  might  be  contended 
hat  the  Holding  Company  (even  although  it  con- 
trolled the  board  of  directors  of  the  subsidiary) 
would  not  be  in  a  position  to  withdraw  the  profits 
in  the  form  of  dividends  as  the  current  earnings 
would  not  become  available  for  distribution  until 
the  deficit  was  eliminated.  In  practice,  however 
It  IS  more  than  likely  that  any  deficiency  at  the 
date  of  acquisition  would  be  adjusted  by  a  reduc- 
tion of  capital  or  by  some  other  procedure,  in  which 
even  the  subsequent  earnings  would  be  imme- 
diately available  for  dividend  purposes. 

Losses  incurred  before  the  date  of  acquisition 
are  as  much  capital  as  are  profits  earned  before 
tnat  date,  and  an  appropriate  allowance  therefor 
would  have  been  made  in  the  purchase  price.  If 
these  losses  are  subsequently  wiped  out,  the  value 
of  the  investment  is  correspondingly  increased.  As 
dividends  paid  out  of  surpluses  at  the  date  of  ac 
quisition  are  capital,    so  profits  made    since    are 
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revenue  and  could  be  so  treated,  though  it  is  not 
suggested  that  they  should  be. 

It  is  important  to  bear  in  mind  that  undistri- 
buted earnings  of  a  subsidiary  should  not  be 
declared  as  dividend  by  the  Holding  Company. 

Balance  Sheets  of  Subsidiaries  show  Losses  since 

Acquisition, 

It  is  now  necessary  to  consider  the  position  sup- 
posing the  subsidiaries  taken  as  a  whole  have 
changed  for  the  worse  :  that  is  to  say,  there  is  a 
loss  (after  charging  any  dividends  paid)  which  has 
arisen  since  the  businesses  were  acquired. 

It  is  submitted  that  this  loss  must  be  provided 
for  by  the  Holding  Company  in  its  Profit  and  Loss 
Account  and  deducted  from  any  amount  standing 
as  an  asset  in  the  Balance  Sheet  for  "  Holdings 
in  and  Advances  to  Subsidiary  Companies.*' 

If  provision  is  not  made  for  the  loss  the  Balance 
Sheet  of  the  Holding  Company  would  not  show  a 
true  and  correct  view  of  the  state  of  that  com- 
pany's affairs,  as  credit  would  have  been  taken  for 
dividends  arising  from  flourishing  subsidiaries, 
while  no  provision  is  made  for  losses  incurred  by 
others,  all  of  which  are  for  practical  purposes 
branches  of  the  same  business. 

This  provision  should  be  made  even  if  in  the 
accounts  of  the  subsidiaries  the  losses  have  been 
met  out  of  old  reserves  in  existence  before  the 
shares  were  purchased,  as  these  reserves  are 
capital  to  the  Holding  Company  and  cannot  be 
regarded  by  it  as  available  to  meet  losses  since 
acquisition.  In  such  circumstances,  until  the  old 
reserves  of  subsidiaries  are  made  good,  any  divi- 
dends paid  by  them  out  of  subsequent  profits  would 
be  a  return  of  capital  to  the  Holding  Company  and, 
therefore,  not  available  as  dividend  to  its  share- 
holders. 
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In  taking:  the  subsidiaries  as  a  whole  and  treat- 
ng  them  as  Branches  as  suggested  it  follows  that 
losses  incurred  by  some  will  be  partly  or  wholly 
Whti^v"^  undistributed  profits  made  by  others. 
Where  this  occurs  it  is  better  that  the  subsidiaries 
having  the  profits  should  divide  them  and  the  Hold- 
ing Company  make  the  necessary  provision  for 
X.  ?ru^  5^  the  others-in  short,  any  offsetting 
should  be  done  through  the  Holding  Company? 
Accounts  and  losses  of  certain  subsidiaries  not  pro- 

w\^h  Jh' ""^^^^^5^^.^"^^^"^  P^'^fi^^  to  accumulate 
with  other  subsidiaries. 

In  practice,  some  Holding  Companies  take  up 
in  their  own  accounts  all  losses  made  by  con- 
stituent undertakings  and  not  merely  the  propor- 
Uon  attributable  to  the  number  of  shares  held. 
I  his  practice  is  undoubtedly  in  the  right  direc- 
tion and  should  be  followed  wherever  possible. 
Where  it  is  done  entries  would  probably  be  made 
to  give  effect  thereto  in  the  accounts  of  those  sub- 

^osed  S  ^  ^^^^^  "^"^"^^  ^^"^  ^^""^  ^^^"    ^^s. 

With  other  companies,  however,  it  is   not  un- 
usual to  find  considerable  opposition  to  provision 

>  M^"/.  ""f^^*  ^""^  auditors  are  not  infrequently 
told  that  they  are  really  off-set  by  increases  in  thi 
va  ue  of  properties  and  are  sometimes  confronted 
with  valuations  to  substantiate  this  point  of  view. 
1  hey  are  finally  told  that  in  any  event  the  directors 
do  not  propose  to  provide  for  the  losses,  and  it 
IS  left  to  the  auditor  to  decide  what  qualification 
Sheet "      ""^^^^^^'y  i"  his  certificate  to  the  Balance 

It  is  submitted  that  it  is  the  auditor's  duty  to 
drawn  attention  in  the  most  direct  way  to  any  such 
losses  which  are  not  provided  for  by  the  Holding 
Company.  This  is  often  set  out  as  a  note  on  thi 
face  of  the  Balance  Sheet  which,  it  should  be  men- 

4h2^'''\"u"''^^^  *"^*'t^^  "P^"^  ^s  the    Balance 
^heet  is   the    directors'    account.      Failing   this 
c: 
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reference  must  be  made  thereto  in  the  auditor's 
report  to  the  shareholders,  and  the  amount  of  the 
loss  should  be  mentioned. 

This  qualification  should  continue  to  appear 
until  the  loss  is  made  good  by  subsequent  profits 
or  provided  for  by  the  Holding  Company. 

Even  when  a  note  appears  on  the  face  of  the 
Balance  Sheet  it  is  a  matter  for  consideration  in 
each  case  whether  the  auditor's  report  should  not 
call  in  question  the  value  of  the  investments. 

An  auditor  should  not  fail  to  draw  attention  to  the 
losses  even  although  he  may  be  confronted  with 
a  valuation  of  the  properties  which  shows  that  the 
losses  might  be  wholly  ofif-set  bv  increases  in  value 
arising  since  the  shares  were  '  acquired.  •  There 
would  be  no  objection  to  his  referring  to  this  when 
dealing  with  the  losses.  Increases  in  value  exist- 
ing at  the  time  the  shares  were  acquired  are  not, 
however,  so  far  as  the  Holding  Company  is  con- 
cerned, an  off-set  to  losses  of  subsidiary  com- 
panies made  since  that  date  as  to  the  Holding 
Company  these  increases  are  capital  and  are  pre- 
sumed to  have  been  taken  into  consideration  in 
fixing  the  purchase  price. 

Illustrations  in  Appendix  I. 

Some  of  the  points  referred  to  above  are  perhaps 
better  elucidated  by  reference  to  the  example  in 
Appendix  I.  The  Holding  Company  has  an 
interest  in  the  subsidiaries  as  follows  :^ 

£1,344,500 


Cost  of  Shares 

Deduct  Premium  on  own  Shares  issued 
in  purchase  of  Subsidiary  A. 

Net  cost  of  Shares    . . 
Advances — 

Sundry  Debtors  

Bills  Receivable 


120,000 


1,224,500 

1,000,000 
215,000 

£2.439,500 


The  final  dividend  of  subsidiary  B.  at  December 
1921  is  assumed  to  have  been  received  immediately 
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after  the  close  of  that  year  and  is  therefore  left 
amongst  the  sundry  debtors. 

A  summary  of  the  Balance  Sheets  of  the  sub- 
sidiary conipanies  shows  Net  Assets,  apart  from 
ihTr^Z  I  .^^^057,942  after  deducting  proportion 
thereof  to  minority  and  outside  interests,  and  the 
difference  between  this  figure  and  the  above  total 
is  made  up  of  the  following: 


. 

Company 

Company 

B 

Company       Total 

A 

i 

(IncorpoT 
ating  C) 

D 

1 

Goodwill — 
In     Subsidiary 

£ 

£ 

£ 

£ 

Companies  (pro- 

portion only)   . . 

90.000 

73,578 

Excess  of  Cost  over 

Nominal  Value  . 
Excess  of  Nominal 

957,000 

30,600 

over  Cost 

432.500 

Capital       Reserves 

342.500 

1,030,578 

30,600 

718.678 

being  proportion  of 

Surpluses  in  exist- 

ence at  date  of  ac- 

quisition of  Shares, 

viz. :    on  Reserves 

and      Profit     and 

Loss  Accounts    , . 

90.000      158,092 

81,600 

329,692 

i 

Profit      and     Loss 

432,500      872,486 

1                    1 

51,000 

388,986 

Account —            1 

Profits: 

previous  periods 
this  year 
Losses 

1.009.125 

3,987 

10,200 

Stock  Reserve     . . 

40.020 

Reserve  Funds :  this 

year      . . 

22,500 

19,886 

i 

986,625 

16,147 

10,200 

992.572 

Total     . . 

..    £1.381.558 

Il 


Hll 


a 
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In  View  of  these  figures  it  would  clearly  be  wrong 
to  leave  the  item  Holdings  in  and  Advances  to  Sub- 
sidiary  Companies  "  at  cost  "  in  the  Holding  Com- 
pany s  Balance  Sheet. 

First  a  note  should  be  made  against  the  items 
that  the  total  includes  Goodwill  amounting  to 
X388,986,  although  this  could  hardly  be  insisted 
upon  if  the  directors  objected,  as  has  already  been 
mentioned.  ^ 

Then,  as  to  the  trading  since  the  date  of  the 
acquisition  of  the  shares,  the  net  result  so  far  as 
tne  Holding  Company  is  concerned  is  a  Balance 
of  loss  of  ;6 992,572.  This  loss  must  be  reserved 
tor  in  the  Holding  Company's  accounts,  which  as 
ttiey  stand  at  present  show  a  surplus  on  Profit 
and  Loss  Account  of  ;^8o2,5oo.  If  this  is  not  done 
a  reference  to  the  amount  of  the  loss  not  provided 
for  would  require  to  be  set  out  on  the  Holding 
Company  s  Balance  Sheet  or  in  the  auditor's  report 
as  previously  mentioned. 

An  examination  of  the  figures  of  the  subsidiary 
companies  puts  an  entirely  different  complexion 
on  the  Balance  Sheet  of  the  Parent  concern.  The 
surplus  shown  on  that  Balance  Sheet,  as  will  be 
seen,  arises  mainly  from  the  dividends  received 
from  the  flourishing  company,  viz. :  Subsidiary  B. 
amounting  to  ;^7i3,400.  The  next  two  it-ms  are  of 
considerable  importance,  being  the  profit  taken  to 
credit  from  charges  to  subsidiary  A.  for  interest  on 
advances— ;^66,6oo  and  for  the  profit  on  sale  of 
goods  obtained  from  A.  amounting  to  ;^i5o,ooo. 

It  would  clearly  be  improper  to  take  credit  for 
either  of  these  unless  provision  is  made  for  the  loss 
incurred  by  subsidiary  A.  The  los.s  of  this  com- 
pany has  been  increased  by  the  charge  for  interest 
on  advances  and  probably  also  by  a  loss  on  the 
transfer  of  goods  out  of  which  the  Holding  Com- 
pany made  a  profit.  There  is  a  similar  item  for 
interest  charged  against  subsidiary  A.  in  the 
accounts  of  B. 
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Again  in  the  Balance  Sheet  of  A.  there  are  stocks 
on  hand  purchased  from  B.  at  a  large  profit  to  the 
latter.  Prom  the  standpoint  of  the  Holding  Com- 
pany this  profit  has  not  yet  been  earned,  and  as 
credit  has  been  taken  for  the  dividends  of  B. 
amounting  practically  to  the  whole  of  the  profits 
tor  the  period,  a  deduction  must  be  made  for  the 
Holding  Company's  proportion  of  B.'s  profits  on 
these  stocks  which  amounts  to  ;£'40,02o. 

The  Holding  Company's  outside  trading  for  the 
year  has  resulted  in  a  loss  of  ;^ioo,ooo,  and  it  is 
only  by  means  of  the  dividends  received  from  B 
shown     ^  ^^^^^  ^^  ^-  ^^^^  ^^  ^^^^e   ^   surplus   is 

An  amended  draft  Balance  Sheet  of  the  Holding 
Company  IS  set  out  in  Appendix  I  giving  effecl 
R.I  ^i^J"^^"^^nts  already  indicated,  and  this 
Balance  Sheet  shows  a  very  different  financial  posi- 
tion from  that  set  out  in  the  original  draft.  Inci- 
t  fuW^r^^  be  observed  that  the  final  balance 

Tn  th^  r^      r/^'^.^r?'^  ^^^^""^  ^g^^^^s  with  that 
in  the  Consolidated  Balance  Sheet  referred  to  later. 

Qi,^Vu^  same  time  it  is  obvious  that  this  Balance 
Sheet  by  itself,  legal  though  it  may  be,  is  at  its 
best  a  poor  instrument  wherewith  to  show  the  true 
position  of  the  affairs  of  the  Holding  Company  and 
s  subsidiaries,  or,  in  other  words,  of  the  consolida- 
tion as  a  whole. 

General  Remarks, 

uJ^T  ^'^liT^  '^h''  "^^y  ^^y  th^t  in  cases  of  this 
the  HnlTn"' V^'  sufficient  if  a  reference  is  made  on 
the  Holding  Company's  Balance  Sheet  to  the  fact 
that  some  portion  of  the  advances  due  from  sub- 
sidiary  companies  is  bad  or  doubtful.     It  ^  sub 

should  be  borne  in  mind  that  if  a  note  of  this 
character  is  suggested,  it  pre-supposes  that  the 
shares  are  worthless,  because  the  first  losses  of  a 
subsidiary  company  will  fall  upon  the  shares,  and 
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it  is  only  after  the  capital  has  been  exhausted  that 
the  advances  which  rank  as  ordinary  creditors  of 
the  company  are  affected. 

There  are,  of  course,  other  factors  to  be  borne  in 
mind  in  considering  the  value  of  the  interest  in 
subsidiary  companies  in  addition  to  those  already 
mentioned.  For  instance,  some  of  the  properties 
may  have  considerably  diminished  in  value  since 
the  shares  were  acquired,  the  shares  may  have  been 
purchased  at  an  excessive  price  having  regard  to 
subsequent  experience,  and  for  a  variety  of  reasons 
and  in  the  light  of  later  information  it  may  be 
obvious  that  "at  cost  "  " 


the  Balance  Sheet. 


is  an  excessive  figure  for 


If  an  auditor  is  definitely  of  the  opinion  from 
any  cause  whatever  that  the  interest  in  subsidiary 
undertakings  is  not  worth  the  value  at  which  it 
stands  in  the  Balance  Sheet  of  the  Holding  Com- 
pany, even  if  all  trading  losses  are  provided  for, 
it  is  necessary  that  his  report  should  give  expres- 
sion to  his  view,  and  in  such  circumstances  it  would 
not  be  sufficient  merely  to  state  on  the  face  of  the 
Balance  Sheet  that  the  investments  are  included 
'*  at  cost." 

An  auditor's  duty  in  this  respect  is  exactly  the 
same  as  when  dealing  with  the  value  of  any  other 
item  in  a  Balance  vSheet  to  which  he  takes  excep- 
tion. 

It  is  not,  however,  suggested  that  the  "  cost  " 
of  an  Investment  must  be  written  down  out  of 
profits  merely  on  the  ground  for  instance  of  a 
general  fall  in  the  value  of  land,  buildings  or  good- 
will of  a  subsidiary. 

An  auditor  cannot  be  satisfied  simply  by  an 
inspection  of  the  share  certificates  of  the  companies 
ow^ned.  If  he  does  not  examine  the  Balance 
.Sheets  of  the  subsidiaries  or  does  not  receive  all 
the    information    and    explanations    required     in 
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connection  with  them  his  report  ought  to  state  the 
facts  quite  clearly. 

It  must  be  admitted  that  every  case  which  comes 
under  review  is  not  quite  so  easily  dealt  with  as 
the  one  in  the  example.  An  auditor  has  often  to 
rely  upon  information  which  to  say  the  least  is 
not  full,  and  in  all  such  cases  he  must  decide  for 
himself,  after  a  careful  study  of  the  facts  and  cir- 
cumstances surrounding  each,  how  far  he  considers 
it  necessary  to  carry  his  investigations  so  as  to 
certify  that  the  Balance  Sheet  shows  the  true  and 
correct  view  of  the  state  of  the  Company's  affairs. 
He  is  entitled  to  take  a  reasonable  view  of  the 
circumstances  of  each  particular  case  and  no  pre- 
cise rules  can  be  laid  down  which  will  apply  to  all. 


Chapter  VII 
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METHOD   (ii).— THE     **  LEGAL 
BALANCE     SHEET     TOGETHER     WITH 
BALANCE  SHEETS    OF  SUBSIDIARIES. 

To  publish  the  Balance  Sheet  and  Profit  and  Loss  Account  of 
the  Holding  Company  as  in  Method  (i)  and  to  present  simul- 
taneously the  separate  Balance  Sheets  and  Profit  and  Loss 
Accounts  of  all  the  subsidiaries. 

It  is  not  a  very  common  practice  to  find  the 
accounts  of  the  constituent  undertakings  published 
along  with  the  Holding  Company's  Balance  Sheet. 
Indeed  it  would  not  always  be  practicable  and 
might  in  some  cases  do  harm,  besides  defeating  its 
object  by  adding  to  the  difficulties  of  shareholders 
and  others  reading  the  accounts  instead  of  explain- 
ing a  position  already  sufficiently  complicated. 

It  is  largely  a  question  of  numbers  of  subsidiary 
undertakings.  If  there  are  only  two  or  three  it  is 
a  useful  practice  to  publish  the  Balance  Sheets 
simultaneously  if  they  admit  of  some  comparison. 

The  best  illustration  is  that  of  the  large  English 
banks,  most,  if  not  all,  of  which  have  allied  under- 
takings either  in  this  country  or  abroad  carried  on 
as  separate  companies  and  whose  accounts  are  in 
some  instances  published  along  with  those  of  the 
Bank  owningthem,  partly  no  doubt  for  the  perusal 
of  depositors  and  others. 

There  are  other  companies  where  a  similar  pro- 
cedure is  adopted,  but  they  are  relatively  few  in 
number.  Indeed,  in  the  case  of  the  large  indus- 
trial undertakings  where  the  investments  in  sub- 
sidiaries form  a  large  portion  of  their  assets  and 
where  the  number  of  companies  is  large,  it  would 
serve  no  useful  purpose  to  publish  at  the  same  time 
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a  number  of  separate  Balance  Sheets  probably 
drawn  up  on  different  bases  and  taken  as  a  whole, 
and  as  supplementary  information  would  be  un- 
intelligible to  the  average  shareholder  and  repre- 
sent to  him  a  confused  mass  of  figures. 

In  such  cases  the  Balance  Sheets  of  the  con- 
stituent undertakings  would  probably  not  be  pub- 
lished at  all  except  perhaps  to  serve  some  outside 
purpose  such  as  with  the  banks  to  enable  depositors 
and  others  to  be  assured  of  the  stability  of  the 
allied  undertaking.  On  the  other  hand,  the  presen- 
tation of  the  subsidiary  companies'  accounts  is 
essential  if  there  are  ordinary  shareholders  whose 
shares  have  not  been  acquired  by  the  parent  insti- 
tution, or  if  there  are  outside  preference  share- 
holders whose  shares  are  not  held  by  the  Parent 
Company  at  all  and  who  may  be  entitled  to  a  copy 
of  the  published  Balance  Sheet.  This  also  applies 
to  debenture-holders. 

If  the  subsidiary  undertakings  are  carried  on  as 
public,  as  distinct  from  private  companies,  a  state- 
ment in  the  form  of  a  Balance  Sheet  would  in  any 
event  have  to  be  filed  at  Somerset  House  in  the 
ordinary  way. 

Disclosure  of  Financial  Relationship  in  Balance 

Sheets, 

The  publication  of  all  the  Balance  Sheets  at  the 
same  time  has  the  advantage  of  disclosing  the 
financial  position  of  each  subsidiary  undertaking 
as  a  separate  legal  entity,  but  unless  some  essen- 
tial detail  is  given  showing  the  financial  relation- 
ship between  the  Holding  Company  and  its  sub- 
sidiaries, it  would  hardly  serve  the  purpose  intended 
by  the  simultaneous  publication,  which  is  to  give 
an  idea  of  the  financial  position  of  the  consolida- 
tion as  a  whole.  For  example,  the  Parent  Com- 
pany's Balance  .Sheet  would  require  to  show  in 
detail  the  exact  shares  held  in    each    constituent 


undertaking  so  that  it  may  be  seen  how  much  of 
the  total  issued  capital  of  each  is  held.  Again,  the 
inter-company  balances  between  the  Holding  Com- 
pany and  its  subsidiaries  and  also  between  the  sub- 
sidiary companies  themselves  would  require  to  be 
set  out  separately  if  they  are  sufficiently  large  to 
be  essential  to  a  correct  understanding  of  the  real 
financial  position.  This  might  be  inconvenient  and 
indeed  dangerous  for  many  reasons  and  especially 
bearing  in  mind  the  possibility  of  information 
being  given  to  competitors.  With  many  concerns 
it  will  obviously  be  very  undesirable  for  informa- 
tion of  this  character  to  be  published  (as  with  sub- 
sidiary A.  in  Appendix  I)  and  it  is  not  likely  that 
this  method  of  presenting  the  accounts  will  be 
adopted  in  such  cases. 

On  the  other  hand  there  are  many  cases  where 
there  are  no  inter-company  balances,  or  where, 
being  very  small,  they  are  comparatively  unim- 
portant and  would  not  therefore  be  set  out 
separately.  Consequently  the  same  objection  to  the 
presentation  of  the  accounts  simultaneously  would 
not  apply. 

Where  they  are  so  presented,  and  information  is 
given  of  numbers  of  shares  held,  it  is  doubtful  if 
the  position  can  be  thoroughly  understood  unless 
the  connecting  link  between  the  cost  of  the  shares 
and  the  par  value  is  supplied.  For  example,  the 
cost  will  include  the  amount  of  any  premium  paid 
by  the  Holding  Company  for  Goodwill  and  for 
any  surplus  profits,  &c.,  in  existence  at  the  time. 
These  surpluses  will  appear  in  the  accounts  of  the 
subsidiary  undertakings  along  with  profits  made 
since  and  be  available  for  revenue  purposes  so  far 
as  they  are  concerned,  but  in  the  hands  of  the 
Parent  Company  they  would  go  to  reduce  the  cost 
of  shares  as  already  pointed  out :  in  short,  reserves 
in  a  subsidiary  company  are  not  necessarily  avail- 
able for  dividend  for  the  shareholders  of  the  Parent 
Company.       Again,    information    would  also  be 
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necessary  as  to  any  surplus  or  deficiency  arising 
on  any  revaluation  of  the  properties  and  whether 
effect  had  been  given  thereto  in  the  subsidiary 
company's  accounts,  thereby  increasing  or 
decreasing  the  reserves  which  so  far  as  the  Hold- 
ing Company  is  concerned  would  be  of  a  capital 
nature. 

On  the  whole  the  arguments  are  against  the 
presentation  of  the  accounts  in  this  way. 

The  "  Legal  *'  Balance  Sheet  as  in  Method  (i). 

If,  however,  this  Method  (ii)  is  adopted  the  Hold- 
ing Company's  Balance  Sheet  should  be  published 
in  exactly  the  same  way  as  in  Method  (i)  and  the 
remarks  previously  made  under  this  head  apply 
equally  here.  An  auditor's  requirements  would 
not,  it  is  submitted,  be  varied  merely  because  the 
separate  Balance  Sheets  of  the  constituent  under- 
takings are  also  published  at  the  same  time. 
Although  he  might  feel  that  shareholders  could 
form  their  own  opinion  of  the  position  of  the  sub- 
sidiary concerns  it  would  not  relieve  him  from  the 
responsibility  of  reporting  upon  losses  incurred 
and  not  provided  for  by  the  Holding  Company 
to  which  reference  has  already  been  made. 

Adjustments  in  Subsidiary  Companies  Balance 

Sheets, 

So  long  as  the  constituent  undertakings  as  a 
whole  are  making  profits  and  paying  dividends  and 
the  Holding  Company  does  not  take  credit  for 
more  than  its  dividend,  no  difficulties  arise,  but 
the  position  is  different  if  losses  are  being  made 
which  are  provided  for  by  the  Holding  Company 
or  if  the  balance  of  any  profits  is  taken  credit  for. 
An  adjustment  in  the  accounts  of  those  concerns 
making  losses  or  having  a  balance  of  profits  would 
seem  to  be  called  for,  transferring  the  loss  or  the 
balance  of  profit  to  the  debit  or  credit  of  the  Hold- 
ing Company.  If  the  Holding  Company  owns 
the  whole  of  the  share  capital  this  would  be    in 
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order.  But,  if  as  in  the  illustrations  in  Appendix  I, 
the  Holding  Company  does  not  own  the  whole  of 
the  shares  and  does  not  provide  for  the  whole  of 
the  loss  or  take  credit  for  the  whole  of  the  profit, 
but  only  for  its  proportion  thereof,  then  an  ad- 
justment of  the  subsidiary  company's  accounts  on 
the  lines  indicated  above  would  not  make  the  posi- 
tion clear  for  the  reason  that  the  balance  then 
remaining  in  the  subsidiary  company's  accounts, 
while  theoretically  representing  the  proportion  of 
the  loss  or  profit,  as  the  case  may  be,  attributable 
to  the  minority  interests  would,  in  effect,  appear 
as  apportionable  to  the  whole  of  the  capital. 
Unless,  therefore,  the  whole  of  any  loss  made  and 
not  merely  its  proportion  is  provided  for  by  the 
Holding  Company,  it  would  appear  inadvisable 
to  adjust  the  subsidiary  company's  accounts  at  all 
but  to  publish  them  with  a  note  explaining  that 
the  Holding  Company  has  taken  care  of  its  pro- 
portion of  the  loss  shown. 

Another  item  which  requires  adjustment  is  the 
final  dividends  proposed  to  be  paid  by  the  sub- 
sidiary companies,  the  whole  or  the  due  proportion 
of  which  has  been  taken  credit  for  by  the  Parent 
Company.  In  the  Balance  Sheets  of  the  sub- 
sidiaries the  final  dividend  should  be  deducted 
from  the  balance  of  Profit  and  Loss  Account  as 
otherwise  profits  to  the  amount  of  the  dividend 
will   appear  twice. 

With  many  constituent  concerns  no  special 
difficulties  present  themselves  and  the  accounts  can 
be  published  in  the  ordinary  way  without  any 
adjustments.  On  the  other  hand,  there  are  a 
number  of  companies  whose  accounts  require 
special  consideration  and  separate  treatment  and 
in  respect  of  these  no  general  rules  can  be  laid 
down,  but  the  points  referred  to  here  should  be 
borne  in  mind. 
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METHOD    (iii).     THE    '*  LEGAL 
BALANCE   SHEET  TOGETHER  WITH   A 
SUMMARY   OF   ASSETS    AND   LIABILI- 
TIES   OF    SUBSIDIARIES. 

To  publish  the  Balance  Sheet  and  Profit  and  Loss  Account  of 
the  Holding  Company  as  in  Method  (i)  and  to  present  simul- 
taneously as  a  separate  Statement,  a  Summary  of  the  assets  and 
liabilities  of  all  the  subsidiary  companies  taken  together. 

This  method  of  presentation  has  advantages 
over  any  other.  It  enables  the  Parent  Company's 
accounts  to  be  presented  in  the  legal  form,  thereby 
showing  what  amount  of  money  is  invested  in 
subsidiary  enterprises.  In  addition,  shareholders 
are  furnished  with  a  separate  statement  showing 
the  total  assets  and  liabilities  duly  classified  of 
all  the  subsidiary  undertakings  and,  usually, 
although  not  necessarily  shown  separately,  the 
amount  of  the  minority  or  outside  shareholders' 
interest.  On  the  assumption  that  the  net  total  is 
linked  up  with  the  figures  in  the  Holding  Com- 
pany's Balance  3heet  it  will  also  show  the  amount 
of  goodwill,  if  any,  in  the  cost  of  the  shares  and 
any  surplus  of  assets  belonging  to  the  Holding 
Company  and  not  taken  up  in  its  Balance  Sheet. 


There  is  one  disadvantage  in  the  aggregation 
of  the  assets  and  liabilities  in  this  way  in  that  it 
does  not    show    how   they    are    spread    over    the 
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different  concerns,  and  while  this  may  not  be  of 
importance  to  a  shareholder  of  the  Holding  Com- 
pany, it  may  considerably  affect  a  creditor  of  a 
subsidiary  as  the  aggregated  statement  gives  no 
indication  whatever  of  the  relative  position  of  the 
individual  companies.  From  the  point  of  view  of 
directors,  the  aggregation  may  be  an  advantage 
as  the  interests  of  the  merger  as  a  whole  may  be 
better  served  by  the  concentration  of  the  opera- 
tions in  different  places  and  under  different  con- 
trol,  e.g.  production  by  one  company  and  distri- 
bution by  another.  Comparison  of  results  under 
such  circumstances,  or  the  publication  of  separate 
figures,  might  give  an  erroneous  impression,  as 
from  the  standpoint  of  the  Holding  Company  they 
are  regarded  as  one. 

If  this  method  of  presentation  is  adopted,  the 
Holding  Company's  Balance  .Sheet  would  be  pub- 
lished in  exactly  the  same  form  and  dealt  with  in 
exactly  the  same  way  as  indicated  under  Method 
(i)  and  the  remarks  under  that  head  will  accord- 
ingly apply  here. 

Summary  of  Assets  and  Liabilities  of  Subsidiaries, 

It  is  only  necessary,  therefore,  to  deal  with  the 
statement  setting  out  the  summary  of  assets  and 
liabilities   of   the  constituent    companies.      Many 
of  the  points  which  have  to  be  considered  in  the 
preparation    of    this  statement   also   arise    in   the 
preparation  of  the  consolidated  Balance  Sheet  of 
the  whole  undertaking  which  is  referred  to  later 
and    accordingly    it    is    not  proposed  to  go  into 
them   in    detail   here.       Among  these  points  are  : 
the  possibility  of  subsidiary  companies'  accounts 
being  prepared  at  different  dates,  the  absence  of 
any  uniform  classification  of  assets  and  liabilities, 
the  values  of  assets  of  different  concerns  being  set 
out    on    varying     methods    of    computation,    &c. 
A    mere    aggregation    of    figures    from    existing 
Balance  Sheets  without  taking  these  factors  into 


!  I 


54 


HOLDING    COMPANIES 


I 


consideration,  would  serve  no  useful  purpose  and 
be  of  no  practical  value. 

Again  there  is  the  question  as  to  what  holding 
would  be  considered  sufficient  to  justify  incorporat- 
ing the  assets  and  liabilities  in  a  consolidated 
statement  and  the  very  important  points  arising 
on  the  ascertainment  of  the  minority  or  outside 
shareholders*  interests. 

There  are  also  questions  relating  to  the  elimina- 
tion of  inter-company  balances  and  inter-company 
profits  unearned  which  have  to  some  extent  been 
dealt  with  already. 

It    is    as    well    to    prepare    the    statement    in 
columnar  form  as  set  out  in  the  example  in  Appen- 
dix   I.       With   a    uniform   classification  of  assets^ 
the  work  is  rendered  much  easier. 

Inter-company  balances,  including  those  with 
the  Holding  Company,  should  be  shown  under  a 
separate  head  and  must  be  eliminated  from  the 
final  totals  of  assets  and  liabilities. 

Final  dividends  of  subsidiary  companies  paid 
since  the  date  of  the  Balance  Sheet  should  be 
shown  amongst  the  liabilities,  care  being  taken  to 
set  off  inter-subsidiary  company  dividends, 
leaving  an  amount  in  the  liabilities  representing 
dividends  due  to  minority  shareholders  and  also 
the  dividend  accruing  to  the  Holding  Company 
which  may  have  been  taken  up  by  the  latter  in  its 
Balance  Sheet. 

It  sometimes  happens  that  one  of  the  sub- 
sidiaries holds  some  of  the  Parent  Company's 
shares,  and  in  a  statement  of  net  assets  of  sub- 
sidiaries alone  the  shares  will  necessarily  appear 
as  an  asset,  although  in  a  consolidated  Balance 
Sheet  of  the  whole  undertaking  they  would  be 
deducted  from  the  issued  capital  of  the  Holding 
Company  as  explained  later.  If  these  shares  have 
been  acquired  at  a  premium  it  is  advisable,  though 
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not  necessarily  essential,  that  the  premium  figure 
should  be  treated  as  goodwill  and  only  the  par 
value  shown  amongst  the  assets  as  has  been  done 
in  the  example. 

If  the  total  goodwill  of  subsidiaries  is  treated 
as  an  asset  (as  in  the  consolidated  Balance  Sheet) 
and  not  merely  the  proportion  attributable  to  the 
Holding  Company,  then  it  is  not  necessary  to 
deduct  from  the  minority  shareholders'  interest 
the  proportion  attributable  to  them  as  has  been 
done  in  the  example  in  the  Appendix.  Whichever 
way  it  is  treated  only  varies  the  total  amount 
apportionable  to  the  minority  interests  and  does 
not  affect  the  final  result  of  the  amalgamated  state- 
ment. 

Surplus  Assets  Accruing  to  Holding  Company, 

The  balance  of  the  surplus  assets  represents  the 
proportion  thereof  accruing  to  the  shares  belong- 
ing to  the  Holding  Company.  The  difference 
between  this  figure  and  the  cost  of  the  shares  is 
made  up  of  two  items,  firstly,  goodwill,  and, 
secondly,  current  revenue  balances  representing 
any  undivided  profits  (or  losses)  made  since  the 
date  the  shares  were  acquired  and  not  yet  taken 
up  by  the  Holding  Company. 

If  there  are  undivided  profits  the  Parent  Com- 
pany might  decide  to  leave  them  with  the  sub- 
sidiary companies,  but  if  there  are  losses  as  in  the 
example  they  should  be  reserved  for  by  the  Hold- 
ing Company  in  its  Balance  Sheet.  If  not,  atten- 
tion would  be  drawn  thereto  by  the  auditors  in 
the  manner  already  outlined. 

The  figures  in  the  statements  will  be  more  easily 
followed  by  reference  to  the  corresponding  figures 
in  the  consolidated  Balance  Sheet  with  which  the\ 
are  of  course  in  agreement. 

It  will  also  be  seen  that  the  amount  of  the*surplu: 
assets  including  goodwill  in  the  amalgamatec 
P 
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Statement  agrees  with  the  value  shown  against  the 
item  '*  Holdings  in  and  Advances  to  Subsidiary 
Companies  "  in  the  Holding  Company's  amended 
draft  Balance  Sheet. 

The  only  figures  usually  published  with  the 
Holding  Company's  Balance  Sheet  are  those  set 
out  in  the  last  column  of  the  statement. 
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Chapter   IX 


METHOD    (iv).— AMALGAMATED    OR 
CONSOLIDATED  BALANCE  SHEETS. 

To  publish  either  separately  or  along  with  the  Holding  Com- 

^tZ^  f^l^''^ u^.^^^'  ^i'°  ^^*^°^  (i)'  ^  ConsolMated  Balance 
H^Wllipl  oftir^i?  ^  undertaking  amalgamating  the  assets  and 
liabilities  of  all  the  subsidiaries  with  those  of  the  Holding  Com- 
pany and  a  ConsoHdated  Profit  and  Loss  Account  embracing  the 
profits  and  losses  of  all  the  companies.  ^ 

American  Conditions. 

In  America  the  consolidated  balance  sheet  is  now 
almost  universally  adopted  by  companies  whose 
interests  in  subsidiary  companies  form  any  con- 
siderable proportion  of  their  total  assets.  The 
practice  of  issuing  such  a  Balance  Sheet  began  to 
spread  at  the  time  of  the  movement  for  consolida- 
tions about  the  end  of  the  last  century— a  move- 
ment which  culminated  in  the  formation  of  the 
United  States  Steel  Corporation  in  1901  The 
consolidated  Balance  Sheet  issued  by  that  company 
has  become  in  a  large  measure  a  standard  for 
public  corporations  in  that  country. 

In  the  first  instance  the  practice  had  little  sup- 
port except  from  accountants.  For  some  years 
the  New  York  Stock  Exchange  required  the  filinir 
ot  balance  Sheets  of  every  individual  company  in 
connection  with  an  application  to  list  securities 
and  either  did  not  insist  upon  or  declined  to  accept 
consolidated  accounts.  For  many  years  now,  how- 
ever, the  New  York  Stock  Exchange  has  laid 
special  stress  on  the  necessity  of  filing  consolidated 
Balance  Sheets.  The  Federal  Reserve  Board  of 
America  has  also,  from  time  to  time,  expressed 
to  the  members  of  the  System  the   view   that  the 
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Balance  Sheet  of  a  corporation  having  large 
interests  in  subsidiaries  is  not  an  adequate  basis 
for  consideration  of  an  application  for  credit  un- 
less supplemented  by  a  consolidated  Balance  Sheet 
or  the  equivalent. 

The  first  legal  recognition  in  America  of  the 
principal  underlying  the  consolidated  accounts  is 
found  in  the  tax  statutes.  The  Federal  Tax  laws 
of  191 7  contained  no  special  provisions  dealing 
with  the  case  of  corporations  having  subsidiaries, 
but  the  Commissioner  of  Internal  Revenue,  in  the 
exercise  of  his  power  to  prescribe  regulations  under 
that  Act,  required  consolidated  returns  of  the  hold- 
ing company  and  its  subsidiaries  in  such  cases, 
basing  the  regulation  on  broad  considerations  and 
principles  and  not  on  any  express  provision  of 
the  statute.  The  validity  of  this  regulation  does 
not  appear  to  have  been  seriously  contested  by  tax- 
payers in  America. 

In  1918  the  whole  American  tax  law  was 
amended  and  an  express  provision  for  consolidated 
returns  was  enacted.  Finally,  in  1921,  in  order  to 
set  at  rest  any  doubts  as  to  the  validity  of  the 
regulations  issued  under  the  Act  of  191 7,  a  clause 
was  inserted  in  the  Revenue  Act  of  the  year  which 
reads  in  part  as  follows  :  — 

**  Title  II  of  the  Revenue  Act  of  1917  shall 
be  construed  to  impose  the  taxes  therein  men- 
tioned upon  the  basis  of  consolidated  returns 
of  net  income  and  invested  capital  in  the  case 
of  domestic  corporations  and  domestic  partner- 
ships that  were  affiliated  during  the  calendar 
year  1917." 

Accountants  in  America  tell  us  that  the  case  for 
the  consolidated  Balance  Sheet  is  made  out  and 
that  there  is  nothing  further  to  argue  about  it  on 
the  question  of  principle.  In  any  event,  there  and 
also  in  Canada  consolidated  Balance  .Sheets  of 
holding  companies  are  very  common. 
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In  this  country  the  position  is  different  and  the 
consolidated  Balance  Sheet  is  the  exception  rather 
than  the  rule.      The  merits  of    the    consolidated 
account  are  hardly  known  or  appreciated  here  out- 
side the  ranks  of  accountants  and  the  natural  reluc- 
tance of  the  people  of  this  country  to  change  is  too 
well  known  to  require  any  comment.       Perhaps, 
however,  the  greatest  opposition  to  any  but    the 
most  essential  changes  in  the  form  of  the  published 
accounts  comes  from  directors  who  are  not  all  im- 
bued with  the  desire  of  giving  their  shareholders 
as  much  information  as  possible,  no  doubt  having 
in  mind  the  necessity   for  avoiding  disclosure  of 
information  which  might  conceivably  be  of  use  to 
competitors.       Moreover,  in  view  of  the  fact  that 
the  shares  in  the  industrial  concerns  of  this  countrv 
are  generally  very  widely  distributed  among  a  lar^-'e 
number  of  shareholders,  the  call  for  the  consoli- 
dated accounts  has  never  been  insistent.      Share- 
holders perhaps  can  hardly  be  expected  to    know 
what  form  of  accounts  thev  require,  but  in  recent 
years  there  has  been  a  demand  for  more  informa- 
tion concerning  the  position  and  results  of   sub- 
sidiary businesses.     It  is  the  duty  of  accountants 
to   help  them,    but  accountants  cannot  do  it  un- 
aided as,  after  all,  in  this  country  it  is  the  directors 
who  prepare  the  published  accounts  and  are  respon- 
sible for  the  information  given  therein,  although 
It  IS  for  the  auditors  to  certify  as  to  whether  or  not 
they  are  properly  drawn  up  so  as  to  exhibit  a  true 
and  correct  view  of  the  state  of    the    company's 
affairs.  * 

Moreover,  while  there  is  no  direct  recognition  of 
the  consolidated  account  there  is  some  indirect 
recognition  afforded  by  the  Finance  Act  191 5 
where,  in  connection  with  Excess  Profits  Duty,  it 
IS  provided  that  :  — 

**  Where  any  company  either    in    its    own 
name  or  that  of  a  nominee  owns  the  whole  of 
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the  ordinary  capital  of  any  other  company 
carrying  on  the  same  trade  or  business  or  so 
much  of  that  capital  as  under  the  general  law 
a  single  shareholder  can  legally  own  the  pro- 
vision ....  shall  apply  as  if  that  other 
company  were  a  branch  of  the  first-named 
company." 

No  doubt  it  will  be  said  that  this  clause  was 
intended  to  deal  more  with  profits,  but  the  natural 
corollary  to  it  would  be  the  consolidated  Balance 
vSheet  as  well  as  the  Profit  and  Loss  Account. 

The  consolidated  Balance  Sheet  is  seldom  pub- 
lished alone  in  this  country,  no  doubt  for  the 
reason  that  it  is  not  regarded  as  the  legal  Balance 
Sheet.  In  cases  where  it  is  done,  it  is  important 
that  it  should  be  appropriately  described  as  a  com- 
bined account  with  a  note  indicating  what  Balance 
Sheets  have  been  amalgamated. 

Some  Advantages  and  Disadvantages, 

On  the  whole  it  is  better  to  submit  the  Amalga- 
mated Balance  Sheet  as  supplementary  information 
to  the  so-called  legal  Balance  Sheet  of  the  Holding 
Company  so  that  shareholders  can  see  the  financial 
position  of  the  Parent  Company  in  its  relationship 
to  shareholders  and  creditors  and  also  the  com- 
bined  results  as  a  single  organisation. 

This  amalgamated  account  is  essential  if  a  share- 
holder is  to  be  put  in  a  position  to  form  an  opinion 
of  the  true  financial  status  of  the  whole  under- 
taking. It  enables  him  to  see  the  total  interest 
(capital  and  revenue)  accruing  to  minority  or  out- 
side shareholders  in  the  subsidiary  concerns  and 
what  perhaps  is  most  important  of  all,  what  sur- 
plus is  available  for  the  shareholders  of  the  parent 
institution  for  dividend  purposes.  Further,  it  also 
shows  what  assets  are  available  against  the  invest- 
ments and  how  much,    if  any,  is  represented  by 


METHOD    IV. PRESENTATION 


6i 


goodwill  or  even  losses.  There  is  also  an  advan- 
tage in  the  fact  that  inter-company  indebtedness, 
shares,  purchases,  sales  and  dividends  are  elimi- 
nated and  the  figures  shown  on  a  net  basis,  while 
all  profits  and  losses  are  automatically  taken  up. 

Without  some  such  consolidated  statement  it  is 
extremely  difficult  to  follow  the  figures  from  a 
mere  perusal  of  the  separate  Balance  Sheets, 
especially  if  the  position  is  complicated  by  one  of 
the  subsidiary  concerns  being  also  a  Holding 
Company. 

On  the  other  hand,  there  is  a  distinct  disadvan- 
tage attaching  to  the  amalgamated  Balance  Sheet 
in  that  it  shows  the  value  of  shareholdings  in  con- 
stituent companies  in  the  form  of  assets  and 
liabilities  irrespective  of  the  fact  that  they  are  not 
legally  the  property  or  liabilities  of  the  Holding 
Company. 

Where,  however,  the  Holding  Company  directs 
the  policy  and  controls  the  operations  of  the  con- 
stituent undertakings,  it  seems  better  to  disregard 
the  technical  legal  situation  and  to  submit  the  sub- 
stantial position  which  is  to  assume  the  Parent 
Company  as  owner  of  the  assets  and  responsible 
for  the  liabilities  and  the  interest  of  minority  share- 
holders. Should  the  group  of  companies  not  be 
run  as  a  whole  certain  of  the  subsidiaries  might 
demand  special  treatment  as  it  would  hardly  be 
reasonable  to  amalgamate  the  accounts  under  such 
conditions. 

Preliminary  Matters   requiring   Consideration. 

Before  coming  to  the  consideration  of  the  points 
arising  in  the  preparation  of  the  Balance  .Sheet, 
there  are  a  few  preliminary  matters  which  it  is 
essential  to  deal  with  first. 

The  Balance  Sheets  which  are  to  be  amalgamated 
should  all  be  prepared  at  the  same  date.     If  some 
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of  the  subsidiary  companies  prepare  their  accounts 
at  different  dates  and  different  from  that  of  the 
Parent  Company's  Balance  Sheet  it  might  be  in- 
appropriate to  amalgamate  them,  but  if  no  material 
change  in  the  assets  and  liabilities  had  taken  place 
in  the  interval,  then  possibly  this  fact  could  be 
ignored,  provided  it  was  mentioned  on  the  face  of 
the  amalgamated  Balance  Sheet.  In  any  event, 
there  would  probably  be  a  number  of  outstanding 
transactions  or  items  in  transit  between  the  various 
companies  which  would  have  to  be  investigated 
and  properly  dealt  with  in  the  combined  account. 

Another  matter  relates  to  the  classification  of  the 
Balance  Sheet  items.  Unless  the  assets  and 
liabilities  of  all  the  companies  are  similarly  classi- 
fied an  amalgamated  account  would  hardly  be  in- 
telligible and  its  value  as  a  supplementary  state- 
ment would  be  reduced  accordingly.  For  in- 
stance, some  companies  may  not  have  their  fixed 
assets  split  up  in  their  own  accounts  at  all,  as  at 
the  time  they  were  incorporated  they  may  have 
taken  over  some  other  business  at  a  lump  sum, 
and  no  attempt  to  allocate  the  purchase  price 
between  the  different  assets  may  have  been  made 
except  where  it  was  essential  for  domestic  pur- 
poses. Obviously,  before  any  useful  consolidated 
Balance  Sheet  could  be  prepared,  the  assets  of  all 
the  companies  must  be  uniformly  classified. 

Again,  inquiry  would  have  to  be  made  in  order 
to  ascertain  if  the  values  of  the  assets  are  computed 
on  the  same  basis.  With  some  of  the  concerns 
the  assets  may  appear  in  their  Balance  Sheet  at 
cost  less  the  usual  depreciation,  while  with  others 
there  may  have  been  a  re-valuation  at  some  time 
and  the  cost  figures  adjusted  accordingly,  or  the 
assets  may  be  included  on  the  bases  of  an  estimate 
by  the  directors :  in  fact,  very  different  bases  may 
be  adopted  throughout  the  combine.  To  add  to 
the  difficulties,  some  or  all  of  these  values  may 
be  on  an  entirely  different  footing  from  that    on 
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which  the  concerns  were  taken  over  by  the  Parent 
Company.  When  the  shares  were  acquired  by 
the  Parent  Company  a  re-valuation  of  the  pro- 
perties of  some  or  all  of  the  undertakings  may 
have  taken  place  which  perhaps  differs  from  the 
figures  in  the  published  accounts,  and  in  fixing 
the  purchase  price  appropriate  allowances  would 
no  doubt  have  been  made  to  give  effect  thereto. 
All  these  factors  must  be  considered,  as  otherwise 
no  useful  purpose  will  be  served  by  preparing  a 
consolidated  Balance  Sheet. 

Another  important  point  is  what  amount  of  the 
ordinary  capital  in  a  subsidiary  company  should 
a  Holding  Company  possess  to  warrant  consolida- 
tion on  the  assumption  that  the  ordinary  shares 
carry  control.  It  is  impossible  to  give  a  general 
ruling  upon  this,  as  it  must  obviously  depend  en- 
tirely upon  the  circumstances,  but  effective  control 
and  direction  of  the  policy  of  a  subsidiary  under- 
taking are  important  factors  to  bear  in  mind. 
While  as  a  rule  the  assets  and  liabilities  are  not, 
in  fact,  amalgamated  unless  the  Parent  Company 
owns  75  per  cent,  or  more  of  the  ordinary  capital, 
cases  can  be  cited  where  a  lesser  holding  warrants 
amalgamation.  In  the  illustration  in  Appendix 
I  the  Holding  Company  purchased  a  bare  con- 
trolling interest  in  Subsidiary  D.  amounting  to 
51  per  cent,  of  the  shares,  but  the  facts  here  are 
deemed  to  warrant  the  inclusion  of  the  assets  and 
liabilities  with  those  of  the  Holding  Company. 
Each  case  is  a  matter  for  individual  judgment, 
bearing  in  mind  that  the  Balance  .Sheet  should  be 
properly  drawn  up  so  as  to  exhibit  a  true  and 
correct  view  of  the  state  of  the  Holding  Company's 
affairs. 

When  it  is  decided  not  to  amalgamate  the  assets 
and  liabilities,  then  the  shareholdings  will  appear 
as  investments  under  a  suitable  heading  in  the 
consolidated  Balance  Sheet  and  care  should  be 
taken  to  see  that  any  losses  are  provided  for. 
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Effect  of  Amalgamation  on   Holding  Company's 

Balance  Sheet. 

With  these  questions  disposed  of  the  work  of 
amalgamation  can  be  proceeded  with,  the  effect  of 
which  IS  to  eliminate  from  the  Parent  Company's 
Balance  Sheet  the  item  of  investments  in  sub- 
sidiary undertakings  and  to  show  instead  the 
actual  assets  and  liabilities  of  the  subsidiaries— 
in  other  words,  treating  them  in  exactly  the  same 
way  as  if  they  were  branches  of  the  Parent  Com- 
pany, with  this  difference,  that  in  dealing  with 
subsidiary  companies  a  number  of  items  will 
emerge  and  will  have  to  be  specially  treated,  which 
would  probably  not  arise  as  between  the  Head 
Office  and  a  branch  of  the  same  company.  These 
will  now  be  considered. 

Goodwill  and  Capital  Reserves. 

The  first  and  one  of  the  most  important  is  good- 
will. In  the  consolidated  Balance  Sheet  this  will 
be  made  up  of  the  goodwill,  if  any,  of  the  Hold- 
ing Company,  together  with  any  goodwill  appear- 
ing in  the  Balance  Sheets  of  the  subsidiaries,  also 
the  premium  paid  or  discount  received  by  the  Hold- 
ing Company  for  the  shares  purchased  after  deduct- 
ing the  amount  of  any  surpluses  of  subsidiary 
undertakings  in  existence  at  the  date  of  purchase. 
Where  shares  are  acquired  at  different  dates  the 
apportionment  of  the  surplus  at  the  date  of 
acquisition  must  be  made  separatelv  on  each  lot 
acquired. 

If  the  amount  paid  for  the  shares  exceeds  the 
nominal  value  it  is  a  premium  and  a  discount  if 
It  is  less.  The  premium,  therefore,  is  the  price 
paid  for  such  proportion  of  the  surplus  (whether 
shown  on  the  Balance  Sheet  or  not)  of  assets  over 
capital  and  liabilities  of  a  subsidiary  as  accrues 
to  the  shares  acquired,  while  the  discount  repre- 
sents the  proportion  of  the  excess  of  the  capital 
and  liabilities  over  the  assets. 
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If  the  cost  of  the  shares  exceeds  the  nominal 
value  (as  with  subsidiaries  B.,  C.  and  D.)  it  indi- 
cates there  are  surpluses  in  the  subsidiary  com- 
pany's accounts  which  will  require  to  be  deducted 
from  the  premium  as  they  were  included  in  the 
price  paid.  If,  however,  there  are  no  surpluses, 
or  if  there  is  a  deficiency,  then  the  assets  or  good- 
will or  both  were  considered  at  the  time  to  be 
worth  more  than  their  book  values,  or  perhaps 
one  worth  more  and  the  other  less,  in  any  case, 
sufficient  to  show  a  surplus.  But  assuming  the 
assets  and  goodwill  were  worth  their  book  values 
only,  it  means  that  the  Holding  Company  either 
made  an  unfortunate  purchase  or  was  prepared  to 
pay  a  higher  price  to  get  control. 

On  the  other  hand,  if  the  nominal  value  exceeds 
the  cost  (as  with  subsidiary  A.)  it  indicates  that 
there  is  a  deficiency  in  the  Balance  Sheet  of  the 
subsidiary  which  will,  in  amalgamating  the 
figures,  be  deducted  from  the  discount,  as 
allowance  will  have  been  made  for  this  in  fixing 
the  price  of  the  shares.  If  no  deficiency  appears 
or  there  is  a  surplus  it  means  that  the  assets  or 
goodwill  were  considered  to  be  worth  less  than 
their  book  values,  or  perhaps  one  worth  less  and 
the  other  more  :  in  any  case  sufficient  to 
show  a  deficiency  on  the  accounts.  Assuming 
the  assets  and  goodwill  were  w^orth  their  book 
values,  it  follows  that  the  Holding  Company  has 
made  a  fortunate  purchase,  acquiring  the  right  to 
more  assets  than   it  parted  with. 

By  adjusting  any  increase  or  decrease  in  value 
of  the  assets  against  the  premium  or  discount,  the 
balance  of  the  latter  represents  an  increase  or 
decrease  in  goodwill. 

In  practice  all  surpluses  or  deficiencies  of  sub- 
sidiary companies  in  existence  at  the  date  of 
purchase  of  the  shares,  whether  on  Reserve  Fund, 
Profit  or  Loss  or  other  account,  or  in  respect  of 
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differences  arising  on  the  re-valuation  of  properties 
which  it  is  decided  to  introduce  into  the  Balance 
Sheet,  are  carried  to  a  Capital  Reserve  Account. 
From  the  total  is  deducted  any  dividend  which 
may  have  been  paid  thereout  and  treated  as  a 
reduction  of  the  cost  of  the  shares  by  the  Holding 
Company  as  well  as  the  pro  rata  proportion  ot' 
the  balance  applicable  to  the  minority  shares. 

Similarly  the  premiums  paid  for  the  shares  and 
any  discounts  received  are  brought  together 
under  the  general  heading  of  goodwill  and  in 
the  final  Balance  Sheet  the  Capital  Reserve  is 
deducted  therefrom,  thus  leaving  a  net  figure  for 
goodwill. 

This  treatment  is  based  upon  the  assumption 
that  goodwill  is  shown  as  a  separate  item,  but 
some  concerns  do  not  or  cannot  distinguish  the 
goodwill  from  the  general  "cost  of  properties," 
and  in  such  cases  the  adjustments  referred  to  are 
shown   under  this  general  heading. 

If  the  Capital  Reserve  should  be  the  greater  it 
would  appear  in  the  consolidated  Balance  Sheet 
as  a  surplus  not  available  for  dividend  purposes 
and  is  sometimes  referred  to  as  "  nee-ative 
goodwill."  ^ 

Some  concerns  do  not  set  off  ''negative  good- 
will "  arising  on  the  purchase  of  one  undertaking 
either  against  goodwill  appearing  in  the  accounts 
of  the  Holding  Company  itself  or  in  the  accounts 
of  another  undertaking  in  the  same  group  or 
against  goodwill  arising  from  the  purchase  of  the 
shares  of  another  subsidiary.  This  appears  un- 
sound and  it  is  more  in  accordance  with  the  usual 
practice  to  set  the  one  off  against  the  other. 

Minority  or  Outside  Interests, 

The  next  important  matter  relates  to  the  ascer- 
tainment of  the  interest  of  the  minority  or  outside 


shareholders,    which    has    to     some   extent    been 
touched  upon  already. 

The  minority  shareholder  is  usually  the  ordinary 
shareholder  whose  shares  have  not  been  acquired 
by  the  Holding  Company  and  in  addition  to  the 
nominal  value  of  the  shares  he  is  entitled  to  par- 
ticipate in  all  undivided  profits  shown  at  any 
Balance  3heet  date  in  whatever  period  accumu- 
lated and  credit  must  be  given  accordingly. 

Care  is  necessary  in  the  actual  calculations 
where  a  subsidiary  company  is  in  effect  twice 
removed  from  the  parent  concern  in  that  its  shares 
are  held  by  another  subsidiary,  generally  referred 
to  as  a  Minor  Holding  Company.  This  is  illus- 
trated by  subsidiary  B.,  which  holds  the  shares 
of  subsidiary  C.  in  Appendix  I,  and  where  the 
outside  interest  must  be  calculated  at  two  stages. 

If  a  subsidiary  concern  issues  new  shares  to  the 
Holding  Company,  whether  at  a  premium  or  not, 
a  re-adjustment  of  the  minority  interest  is  neces- 
sary unless  the  minority  shareholders  take  their 
pro  rata  share  of  the  new  issue. 

With  regard  to  the  preference  shares,  the  regu- 
lations of  a  company  may  make  it  necessarv  for 
the  Parent  Company  to  acquire  at  least  a  majority 
of  these  to  get  the  control.  This  does  not  often 
happen,  and  it  will  usually  be  found  that  the  Hold- 
ing Company  either  does  not  own  any  of  them 
or  only  owns  a  small  proportion.  Consequently 
the  nominal  value  of  any  preference  shares  not 
owned  by  the  Holding  Company  must  appear  as 
an  outside  interest,  together  with  any  unpaid 
cumulative  preference  dividend  due  to  the  fact 
that  losses  are  being  made  by  the  subsidiary,  as 
in  the  case  of  subsidiary  A.  in  Appendix  I. 

Occasionally  preference  shareholders  are  en- 
titled to  participate  in  the  surplus  of  assets  on  a 
liquidation,  and  effect  is  given  thereto,  in  the 
case  of   subsidiary   C.   in   Appendix  I,  where  the 
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preference  shareholder  is  credited  with  the  pro 
rata  proportion  of  the  surpluses  shown  after  the 
payment  of  the  amounts  of  the  preference  and 
ordinary  capital. 

As  opposed  to  this  it  might  be  argued  that  it 
is  not  necessary  in  a  consolidated  Balance  Sheet 
which  represents  the  state  of  affairs  of  a  concern 
at  a  certain  date  to  reflect  what  might  happen  to 
a  surplus  in  the  case  of  the  liquidation  of  a  sub- 
sidiary, as  it  is  hardly  likely  that  a  subsidiary 
would  be  liquidated  as  long  as  there  was  any  sur- 
plus in  which  the  Preference  Shareholders  had 
a  right  to  share  unless  perhaps  for  the  purpose 
of  simplifying  the  internal  organisation  of  the 
consolidation.  A  note  on  the  consolidated 
Balance  Sheet  of  the  contingent  liability  to 
Preference  Shareholders  would  then  meet  the  case. 
The  same  remarks  might  apply  to  arrears  of  cumu- 
lative preference  dividends. 

Any  outstanding  debentures  not  owned  by  the 
Parent  Company  must  appear  as  liabilities 
charged  on  the  assets  of  certain  of  the  subsidiary 
undertakings. 

A  peculiar  point  sometimes  arises  where  a  sub- 
sidiary company  is  making  losses  and  where,  in 
consequence,  the  minority  shareholders  appear  to 
be  charged  with  a  proportionate  part  of  a  loss  in 
excess  of  the  nominal  value  of  the  shares  held 
by  them  as  in  the  case  of  subsidiary  A.  It  might 
be  argued  that  it  is  impossible  for  the  minority 
shareholders  to  lose  more  than  the  nominal  value 
of  the  shares  subscribed  for  by  them.  This  is 
undoubtedly  the  fact  and  were  it  intended  to  wind 
up  the  subsidiary  obviously  no  proportion  of  any 
loss  over  and  above  the  nominal  amount  of  the 
shares  would,  in  fact,  be  borne  by  any  shareholder. 
As,  however,  was  explained  earlier  in  this  book 
where  the  Parent  Company  considers  it  expedient 
to  retain  its  ownership  of  the  shares  in  spite  of 
the  losses,  and  in  consequence  it  is  not  intended 
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to  liquidate  the  subsidiary  undertaking  (sub- 
sidiary A.  appears  to  fall  within  this  category), 
it  is  necessary  to  view  the  position  of  the  minority 
shareholder  from  the  standpoint  of  the  allocation 
of  future  profits.  The  minority  shareholders  in 
subsidiary  A.  would  naturally  be  entitled  to  par- 
ticipation in  future  profits  if  and  when  their  pro- 
portionate share  of  the  loss  now  standing  on  that 
company's  Balance  Sheet  has  been  extinguished. 

This  practice  is  not  always  followed  on  the 
ground  that  while  the  minority  will  share  in  profits 
the  Parent  Company  will  be  obliged  to  make  good 
or  absorb  the  losses  of  the  subsidiary  to  hold  the 
organisation  together.  Where  this  is  so,  and 
the  losses  are  fully  provided  for  by  the  Holding 
Company,  obviously  there  will  be  no  need  to 
charge  the  minority  shareholders  with  any  pro- 
portion. 

Naturally  if  there  is  an  uncalled  liability  on  the 
shares  the  amount  unpaid  would  be  recoverable 
in  a  liquidation  from  the  minority  shareholder  to 
make  good  his  share  of  any  deficiency  of  assets, 
so  that  in  this  case,  and  to  this  extent,  the  propor- 
tionate part  of  the  loss  on  trading  would  even- 
tually be  recoverable. 

Some  concerns  instead  of  showing  the  minority 
interests  as  a  liability  in  the  consolidated  Balance 
Sheet  only  bring  in  the  proportion  of  the  assets 
and  liabilities  attributable  to  the  capital  held  bv 
the  Parent  Company.  This  procedure  is  not 
recommended  and,  moreover,  is  likely  to  raise  other 
difficulties,  for  example,  in  the  elimination  of 
inter-company  balances  where  a  Parent  Company 
has  an  amount  owing  to  it  by  a  subsidiary  and 
only  a  percentage  of  the  assets  and  liabilities  of 
the  subsidiary  is  taken  up  in  the  consolidated 
account,  it  would  result  in  a  difference  in  the  inter- 
company balances  which  would  have  to  be  treated 
as  an  amount   due  from  outside  debtors    in    the 
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consolidated  Balance  Sheet  which  would  obviously 
be  wrong. 

Inter-Company  Transactions,    <&-*c. 

All  inter-company  indebtedness  must  be  set  off 
and  not  included  in  the  assets  or  liabilities  of  the 
amalgamated  Balance  Sheet  as  it  is  the  purpose 
of  the  amalgamated  Balance  Sheet  to  show  the 
financial  position  of  the  affiliated  group  of  com- 
panies to  the  public  or  outside  world  and  not  to 
each  other.  Reference  has  already  been  made 
to  the  importance  of  tracing  any  differences 
arising  on  inter-company  balances  and  of  ascer- 
taining that  they  are  properly  dealt  with  in  the 
Balance  Sheet,  e.g.  goods  shipped  by  one  com- 
pany and  not  received  by  another  will  have  to  be 
treated  as  stock  in  transit,  and  so  on. 

Final  dividends  payable  by  subsidiary  com- 
panies will  have  been  shown  under  .Sundry 
Debtors  in  the  Holding  Company's  own  Balance 
Sheet.  In  the  consolidated  account  the  full  divi- 
dend payable  by  the  subsidiary  must  be  deducted 
from  the  balance  on  the  Profit  and  Loss  Account 
and  set  off  against  the  item  in  Sundry  Debtors, 
the  balance  being  the  dividend  due  to  outside 
shareholders  which  will  be  shown  as  a  liability 
to  ihem. 

It  is  sometimes  found  more  convenient  to  leave 
the  preparation  of  the  consolidated  Balance  Sheet 
until  all  inter-company  transactions  have  been 
completed,  items  in  transit  taken  up  and  the  divi- 
dends paid  so  that  the  outstanding  matters  can  be 
viewed  in  their  proper  perspective. 

With  regard  to  transactions  in  bills  between  the 
different  companies  the  Parent  Company  may 
have  drawn  bills  on  a  subsidiary  and  in  the  latter *s 
accounts  they  will  appear  as  Bills  Payable  while 
in  the  Holding  Company's  own  accounts  as  Bills 
Receivable.  In  the  consolidated  Balance  Sheet 
they    must    be    eliminated     altogether    as    inter- 
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company  balances  unless  the  Parent  Company  has 
discounted  any  of  the  bills,  in  which  event  the 
total  discounted  will  appear  amongst  the  liabili- 
ties. In  these  circumstances,  the  note  as  to  Con- 
tingent Liabilities  for  Bills  Discounted  would 
disappear  in  the  consolidated  Balance  Sheet  as 
the  actual  liability  is  included  instead. 

Inter-company  profits,  whether  on  stocks, 
capital  expenditure,  &c.,  which  at  the  date  of  the 
Balance  Sheet  were  not  earned,  should  be  elimi- 
nated from  the  Profit  and  Loss  Account  and  the 
assets  reduced  accordingly.  This  point  has 
already  been  referred  to  earlier  and  it  is  only 
necessary  to  add  that  the  minority  shareholder 
has  the  right  to  consider  that  the  profit  has  been 
realised,  since  the  transactions  have  taken  place 
with  companies  in  which  he  has  no  interest.  Only 
the  Parent  Company's  proportion  of  the  profit 
would  therefore  be  reserved  for. 

If  any  of  the  profit  was  made  before  the  shares 
were  acquired  no  reserve  is  necessary. 

An  adjustment  is  frequently  necessary  not  only 
in  the  figures  at  the  date  of  the  Balance  Sheet 
but  also  to  cover  any  profits  in  the  stocks  on  hand 
at  the  commencement  of  the  year  which  had  not 
been  previously  adjusted.  This  means  that  the 
surplus  on  Profit  and  Loss  Account  at  the  com- 
mencement of  the  period  must  be  reduced  by  the 
amount  of  any  profit  included  in  the  stocks  at 
that  date  and  the  profit  for  the  period  under 
review  increased  or  decreased  according  as  to 
whether  the  amount  oi  the  profit  in  the  stocks 
at  the  end  of  the  period  was  less  or  greater  than 
that  at  the  commencement.  The  stocks  in  the 
Balance  Sheet  at  the  end  would  be  reduced  by 
the  reserve  then  required. 

Fixed  Assets. 

In  setting  out  the  fixed  assets  of  the  con- 
solidation it  is  necessary  to  inquire  if  the  values 
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shown  in  the  Balance  Sheets  of  the  subsidiaries 
are  to  be  brought  into  agreement  with  any  valua- 
tions made  at  the  date  of  purchase.  If  so,  any 
surplus  or  deficiency  shown  is  capital  and  care 
must  be  taken  to  see  that  it  is  so  treated. 

Subsidiary  owning  Shares  of  Parent  Company, 

A  subsidiary  undertaking  may  own  some  of  the 
shares  of  the  Parent  Company  which  it  acquired 
at  a  premium.  In  the  consolidated  Balance  Sheet 
these  shares  should  be  treated  as  a  deduction 
from  the  issued  capital  of  the  Parent  Company 
and  the  premium  added  to  the  goodwill.  Any 
sum  receivable  by  the  subsidiary  on  the  liquida- 
tion of  the  Parent  Company  in  respect  of  such 
shares  would  be  returned  to  the  Holding  Com- 
pany in  the  liquidation  of  the  subsidiary  except 
any  proportion  due  to  minority  interest.  Strictly, 
a  reserve  should  be  made  to  provide  for  the 
minority  proportion  of  the  Holding  Company's 
surplus  of  assets  over  liabilities  which  accrues  to 
that  concern  owning  the  Parent  Company's  shares 
in  so  far  as  it  is  in  excess  of  the  then  book  value 
of  the  shares  held. 

Contingent  Liabilities, 

With  regard  to  contingent  liabilities  of  the 
Holding  Company  towards  subsidiary  under- 
takings, it  should  be  noted  that  they  would  not 
be  shown  on  the  consolidated  Balance  Sheet  for 
the  reason  that  the  full  liabilities  appear  instead. 
On  the  other  hand,  any  contingent  liabilities  of 
the  Parent  Company  or  of  the  subsidiary  under- 
takings to  outside  creditors  would  require  to  be 
set  out  in  the  usual  way. 

Foreign  Subsidiaries, 

Foreign  subsidiary  companies  present  special 
difficulties   arising    out    of  local  conditions,  apart 
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from  matters   affecting  fluctuations    in    exchange 
which  it  is  not  proposed  to  enter  into  in  this  paper. 

Consolidated   Profit  and  Loss  Account. 

In  dealing  with  the  Consolidated  Profit  and 
Loss  Account  care  should  be  exercised  to  see  that 
all  profits  of  subsidiaries  accrued  prior  to  the 
date  when  their  shares  were  acquired  are  trans- 
ferred to  Capital  Reserve  Account  as  not  available 
for  dividend  or  current  revenue  purposes.  A 
deduction  must  be  made  for  the  proportionate  part 
of  current  profits  or  losses  attributable  to  outside 
interests  according  to  the  shares  held  and  adjust- 
ments are  necessary  in  respect  of  inter-company 
profits  unearned. 

Where  the  Profit  and  Loss  Account  is  set  out 
in  detail  inter-company  dividends,  purchases, 
sales  and  expenses  would  be  eliminated. 

Generally,  it  should  be  seen  that  any  balance 
of  profit  (or  loss)  shown  on  the  consolidated 
account,  as  available  for  dividend  purposes, 
represents  the  profit  (or  loss)  made  by  the  Hold- 
ing Company  from  the  date  it  commenced  its 
business,  together  with  the  proportionate  share 
of  all  profits  (after  providing  for  share  of  all 
losses)  made  by  all  the  subsidiary  undertakings 
from  the  dates  they  were  respectively  acquired. 

As  already  mentioned,  the  profits  of  Sub- 
sidiary Companies  should  not  be  declared  as  divi- 
dend by  the  Holding  Company  beyond  the  extent 
to  which  they  have  been  actually  distributed  as 
dividend  by  the  subsidiaries. 

Consolidated  Balance  Sheet  in   Appendix, 

Most  of  the  points  referred  to  are  brought  out 
in  the  consolidated  Balance  Sheet  in  Appendix 
I  which  is  set  out  in  full  detail  to  show  the  work- 
ings and  which  should  be  studied  closely  by  those 
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desirous  of  knowing  how  the  figures  have  been 
put  together.  It  is  only  necessary  to  mention 
here  that  the  final  result  of  the  profit  and  loss 
shown  on  the  consolidated  Balance  Sheet  is 
exactly  the  same  as  that  appearing  in  the  Hold- 
ing Company's  amended  draft  Balance  Sheet. 

Extract  from  Speech   of  Chairman   of  a  Holding 

Company, 

It  will  perhaps  not  be  out  of  place  here  to  quote 
from  a  speech  recently  made  by  the  chairman  of 
a  very  large  industrial  undertaking,  which  is  also 
a  Holding  Company  having  considerable  interests 
in  subsidiary  enterprises,  as  it  seems  to  summarise 
the  position  very  clearly  :  — 

**  The  various  constituent  companies  have, 
of  course,  continued  to  prepare  their  own 
legal  Balance  Sheets  in  the  same  form  as 
existed  when  the  exchange  of  shares  took  place 
at  the  formation  of  this  company.  These 
accounts  obviously  exhibit  numerous 
differences  of  classification  and  also  show  the 
values  of  assets  on  widely  varying  methods 
of  computation,  different,  too,  in  nearly 
every  case  from  the  uniform  basis  on  which 
the  merger  acquired  them.  A  mere  aggre- 
gation of  the  existing  Balance  Sheets  as  they 
stand  would,  therefore,  be  very  difficult,  and 
of  practically  no  value  to  anyone  when 
obtained. 

"But  you  will  remember  that,  as  a  basis 
for  the  merger,  a  special  uniform  valuation 
of  all  the  companies'  assets  and  liabilities 
was  undertaken  on  very  conservative  lines, 
and  we  continue  to  prepare  on  these  lines 
since  the  date  of  acquisition  a  separate  domes- 
tic Balance  Sheet  of  our  own  for  each  com- 
pany (based  entirely  upon  the  position  then 
disclosed  and  adopted  in  each  case).  Any 
profit  or  excess  of  assets  over  liabilities,    as 


revealed  by  the  special  valuation  at  the 
merging  date,  has  been  put  to  permanent 
reserve,  and  of  course,  we  regard  ourselves 
as  entitled  to  touch  only  profits  made  since 
that  date,  everything  prior  thereto  being 
treated  as  capital  as  far  as  we  are  concerned. 

"  Now  that  we  can  get  an  aggregate  of  all 
these  Balance  Sheets — which  as  they  are  upon 
a  uniform  basis  may  properly  be  done — they 
represent  the  real  state  of  the  merger  com*- 
panies  taken  as  a  whole,  and  by  watching  the 
progress  thus  disclosed  from  year  to  year  we 
are  able  to  ensure  not  drawing  up'on  the 
balance  of  assets  over  liabilities  which 
existed  (either  as  a  carry-forward  or  reserve) 
when  we  purchased,  and  also  to  see  that  all 
losses  since  merging  are  fully  taken  into 
account  against  profits  before  our  dividend 
policy  is  determined." 
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Chapter   X 


SOME   NOTES    ON    TAXATION   AS 
AFFECTING    HOLDING    COMPANIES 


This  treatise  on  Holding  Companies  would 
hardly  be  complete  without  a  few  notes  on  taxa- 
tion as  far  as  it  affects  this  class  of  undertaking, 
and  the  following  are  given  in  the  hope  that  they 
will  assist  those  who  are  specially  interested  in 
this  side  of  the  subject. 

Income  Tax. 

In  adjusting  the  Profit  and  Loss  Accounts  for 
the  purposes  of  income-tax  on  profits,  under  Case 
I  of  Schedule  D,  income  from  investments  will 
generally  be  excluded,  either  on  the  ground  that 
it  has  borne  tax  at  the  source  or  that  it  is  assess- 
able under  some  other  heading,  e.g.  Case  III,  IV, 
or  V. 

An  important  point  arises  when  concerns  are 
making  trading  losses,  and  where  a  company 
owns  the  shares  in  another  company.  If  an  indi- 
vidual carried  on  two  separate  businesses,  or  if 
one  company  carried  on  two  or  more  businesses 
as  separate  departments,  a  loss  incurred  in  one 
may  be  set  off  against  profits  made  in  another, 
under  Rule  13  of  the  Rules  applicable  to  Cases 
I  and  II  of  Schedule  D.  Where,  however,  the 
separate  businesses  are  carried  on  by  separate 
companies  each  company  is  a  separate  ''person" 
for  income-tax  purposes,  and  in  this  respect 
income-tax  differs  from  both  corporation  profits 
tax  and  excess  profits  duty.  Hence,  where  a 
company  owns  all  or  a  controlling  interest  in  the 
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shares  of  another  company,  and  one  of  them  is 
making  losses,  it  becomes  a  question  whether, 
with  tax  at  the  present  high  rate,  it  would  be 
advisable  to  transfer  the  business  of  the  subsidiary 
company  to  the  Parent  Company  and  carry  it  on 
as  a  department  thereof,  either  winding  up  the 
subsidiary  or  keeping  it  in  existence  without  its 
doing  any  trading. 

In  these  days  when  losses  on  trading  are  un- 
fortunately so  common,  it  should  be  remembered 
that  a  trading  concern  can,  under  Section  34  of 
the  Income  Tax  Act,  1918,  set  off  a  loss  sustained 
in  any  year  on  its  trading  against  any  taxable 
income  it  may  have  (including  its  assessable  profits 
on  the  business  based  on  the  average  of  the  three 
preceding  years). 

If  the  trading  losses  for  the  year  exceed  the 
amount  of  the  assessment  on  the  business,  the 
balance  may  be  set  off  against  income  received 
from  investments  (e.g.  subsidiary  companies). 
Where,  however,  a  business  does  not  make  a  loss 
on  trading  in  the  year  of  assessment,  but  has  an 
average  loss  on  trading  for  the  fiscal  year,  the 
income  from  investments  must  beaV  tax  in  the 
ordinary  way. 

A  point  which  has  particular  reference  to  com- 
panies whose  business  is  that  of  holding  invest- 
ments is  the  provision  contained  in  Section  33  of 
the  Income  Tax  Act,  191 8.  This  section  applies 
to  any  company  *'  whose  business  consists  mainly 
in  the  making  of  investments,  and  the  principal 
part  of  whose  income  is  derived  therefrom." 
Where  any  such  company  claims  and  proves  to 
the  satisfaction  of  the  Special  Commissioners  that 
for  any  year  of  assessment  it  has  been  charged 
to  tax,  by  deduction  or  otherwise,  and  has  not  been 
charged  in  respect  of  its  profits  in  accordance  with 
the  rules  applicable  to  Case  I  of  Schedule 
D,   the  company  is  to  be  entitled  to  repayment 
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of  so  much  of  the  tax  paid  by  it  as  is  equal  to  the 
amount  of  the  tax  on  any  sums  disbursed  as  ex- 
penses of  management  for  that  year.  A  Holding 
Company,  the  whole  of  whose  income  is  taxed 
either  before  receipt  or  under  some  heading  other 
than  Case  1  of  Schedule  D,  might  have  difficulty 
in  obtaining  relief  in  respect  of  office  expenses, 
salaries,  commission,  &c.,  were  it  not  for  this  sec- 
tion. It  must  be  borne  in  mind  that  the  section 
applies  to  a  variety  of  concerns  as  well  as  those 
to  which  the  term  "  Holding  Companies  "  is 
most  commonly  applied. 

Another  point  frequently  met  with  is  how  tar  a 
company  is  liable  on  profits  made  in  dealing  in 
investments.  Are  such  transactions  "capital" 
profits  or  "  casual  "  profits,  or  are  they  part  of  the 
company's  business  and,  therefore,  assessable?  It 
is  a  question  of  the  facts  in  each  case.  The  law 
in  the  matter  was  summarised  by  the  Judge  in 
the  case  of  Calif ornian  Copper  Syndicate  v.  Harris, 
After  stating  that  the  enhanced  price  obtained  in 
the  realisation  of  an  investment  is  not  assessable 
when  what  is  done  is  merely  the  realisation  or 
change  of  an  investment,  but  is  assessable  when 
the  change  constitutes  the  carrying  on  of  a  busi- 
ness, the  Judge  continued  :  "  What  is  the  line 
which  separates  the  two  classes  of  cases  may  be 
difficult  to  define,  and  each  case  must  be  con- 
sidered according  to  its  facts,  the  question  to  be 
determined  being,  is  the  sum  or  gain  that  has  been 
made  a  mere  enhancing  of  value  by  realising  a 
security,  or  is  it  a  gain  made  in  an  operation  of 
business  in  carrying  out  a  scheme  for  profit 
making?"     If  the  latter  it  is  assessable. 

Excess  Profits  Duty. 

The  capital  employed  in  investments  is  usually 
excluded  from  the  capital  computations  for  excess 
profits  duty  purposes.  A  very  rigid  treatment  of 
investments  as  being  capital  not  required  in  a 
business  seems  to  be  contrary  to  the  spirit  of  the 


excess  profits  duty  and  unfair  in  many  cases,  but 
it  was  nevertheless  recently  upheld  in  the  Court 
of  Appeal  in  the  case  of  the  Commissioners  of 
Inland  Revenue  v.  The  Gas  Lighting  Improve- 
ment Co.,   Ltd. 

A  situation  which  commonly  arises  nowadays 
is  where  one  company  owns  either  all  the  shares 
or  has  a  controlling  interest  in  another  company 
for  the  purposes  of  working  the  subsidiary  com- 
pany's business  in  conjunction  with  its  own.  It 
would  seem  equitable  that  in  all  such  cases  the 
two  businesses  'ought  to  be  taken  together.  If 
the  subsidiary  were  a  department  of  the  Parent 
Company  this  would  be  the  case,  and  it  is  sub- 
mitted that  the  mere  existence  of  a  separate  com- 
pany ought  not  to  prevent  joint  assessment. 

The  statutory  provision,  however,  which  is  con- 
tained in  paragraph  6  of  the  Fourth  Schedule  of 
the  Finance  (No.  2)  Act,  1915,  is  that  the  assess- 
ment is  to  be  a  joint  one  only  where  two  require- 
ments are  complied  with  :  Firstly,  where  the  com- 
pany owns  the  whole  (or  as  much  as  under  the 
general  law  a  single  person  can  legally  own)  of  the 
ordinary  capital  of  another  company,  and, 
secondly,  where  the  subsidiary  company  carries 
on  the  same  trade  or  business  as  the  Parent  Com- 
pany. 

How  narrowly  this  paragraph  has  been  inter- 
preted is  seen  from  the  case  of  the  Dunlop  Rubber 
Co.,  Ltd.  V.  The  Inland  Revenue,  where  a  com- 
pany had  acquired  the  whole  of  the  share  capital 
of  five  companies  with  a  view  to  ensuring  the 
supply  of  raw  rubber  necessary  to  carry  on  its 
business.  The  Court  decided  that  the  business 
of  growing  rubber  in  the  East  was  not  the  same 
as  the  business  of  manufacturing  rubber  goods 
from  the  raw  material,  and  the  companies  had  to 
be  assessed  separately.  Hence  losses  made  by 
one  concern  could  not  be  set  off  against  profits 
made  by  another,  whereas  if  the  Dunlop  Company 
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had  bought  the  businesses  from  the  five  subsidiary 
companies  and  worked  them  as  departments  of 
Its  own  business,  even  without  putting  the  sub- 
sidiaries into  liquidation,  with  exactly  the  same 
trading  control  and  managed  by  exactly  the  same 
people,  an  excess  profits  duty  assessment,  based 
only  on  the  net  profits  of  the  six  businesses,  would 
nave  resulted. 

A  very  difficult  provision  is  found  in  paragraph 
8  of  the  Fourth  Schedule  of  the  1915  Act.  The 
idea  of  the  Legislature  appears  to  have  been  that 
a  company  dealing  in  investments  should  adjust 
tax  on  its  profits  or  losses  arising  therefrom.  If  a 
company  buys  an  investment  which  yields  good 
profits,  the  price  of  the  investment  will  presumably 
rise  as  a  result  of  those  profits,  and  the  company 
holding  the  shares  will  make  two  profits,  one  on 
its  dividends  from  the  investment  and  one  on  the 
increase  in  the  capital  value  thereof.  On  the  other 
hand,  if  small  profits,  or  no  profits,  are  being  made, 
the  value  of  the  investment  may  fall,  and  there  will 
be  a  debit  to  Profit  and  Loss  Account  in  respect 
of  the  depreciation  in  the  capital  value  of  the  invest- 
ment. This  situation  the  Legislature  seems  to 
have  felt  itself  called  upon  to  obviate,  and  para- 
graph 8  (a)  provides  that  any  variation  in  the  value 
of  any  of  the  investments  which  appears  to  the 
Commissioners  of  Inland  Revenue  to  be  due  to  a 
variation  in  profits,  shallnot betaken  intoaccount. 
The  decision  as  to  what  has  caused  a  rise  in  price 
of  any  particular  investment  is  not  a  simple  matter 
in  the  majority  of  cases. 

A  further  difficulty  in  assessing  a  company 
(whose  principal  business  consists  of  the  making 
of  investments)  to  excess  profits  duty  in  respect  of 
dividends  received  is  that  those  dividends  may  be 
from  companies  who  have  themselves  borne  excess 
profits  duty  on  the  profits  in  question.  In  other 
words,  the  dividends  received  are  less  by  reason  of 
excess  profits  duty  having  been  paid.  If  the  divi- 
dend itself  is  to  be  subjected  to  excess  profits  duty, 
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the  profits  will  be  taxed  twice  over,  and  it  can 
easily  be  seen  that  if  the  process  is  carried  far 
enough  the  remaining  profits  ultimately  approach 
vanishing  point.  On  the  other  hand  it  is  con- 
ceivable that  in  some  instances  the  dividends  may 
be  more  by  reason  of  excess  profits  duty  having 
been  repaid.  To  provide  against  these  anomalies 
paragraph  8  (b)  provides  that  where  income  has 
been  derived  from  profits  in  respect  of  which  any 
payment  or  repayment  of  excess  profits  duty  has 
been  made  under  this  Act,  such  deduction  or  addi- 
tion shall  be  made  in  computing  the  profits  as  will 
make  proper  allowance  for  that  payment  or  repay- 
ment of  duty. 

Fortunately  for  people  concerned  with  the  work- 
ing of  this  regulation,  the  number  of  concerns  to 
which  it  could  be  applied  is  found  in  practice  to 
be  very  small. 

Excess  Profits  Duty  came  to  an  end  in  the  case 
of  a  trade  or  business  which  was  commenced  on 
or  before  4th  August  191 4  on  the  expiration  of 
7  years  from  the  commencement  of  the  first 
accounting  period,  and  in  the  case  of  any  other 
trade  or  busimess  (i.e.  all  new  businesses)  on  31st 
December  1920. 

Corporation  Profits  Tax. 

In  adjusting  the  profits  to  corporation  profits 
tax  it  is  necessary  to  delete  therefrom  any  interest, 
dividends,  or  income  received  directly  or  indirectly 
from  a  company  liable  to  be  assessed  to  corporation 
profits  tax  in  respect  thereof.  That  is  to  say, 
dividends  received  from  British  industrial  com- 
panies will  have  to  be  excluded,  but  on  the  other 
hand  income  from  any  of  the  public  undertakings 
which  are  excluded  from  the  operation  of  corpora- 
tion profits  tax,  such  as  gas,  water,  electricity  and 
tramway  undertakings,  will  have  to  be  included 
with  the  profits,  as  also  will  income  from  foreign 
concerns. 
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One  or  two  interesting  points  arise  here.     In- 
terest on  debentures  received  from  an    industrial 
undertaking  will  presumably  be  excluded,  as  deben- 
ture interest  is  not  a  charge  in  arriving    at    the 
prohts  of  the  undertaking  in  question,  but  interest, 
say,  on  a  temporary  unsecured  loan  will  have  to 
be  included  as  it  would  be  charged    against    the 
profits  of  the  undertaking  paying  it.       The  only 
income  from  investments  which  can  be  excluded 
is  that  from  companies  liable  to  be  assessed  to  cor- 
poration profits  tax  in  respect  thereof.     In  the  case 
ot  a  foreign  company,  a  small  part  of  whose  busi- 
ness IS  carried  on  in  this  country  and  which  has 
paid  corporation  profits  tax  in  respect  of  that  part 
and  out  of  its  general  profits  has  paid  a  dividend 
which  is  received  by  a  British  company,  the  latter, 
presumably,  has  to  ascertain  whether  the  dividend 
It  received    has    borne    corporation  profits  tax  in 
the  hands  of  the  paying  company  or  not.     How  it 
is  to  do  this  is  very  difficult  to  say. 

Where  a  company  owns  the  whole  of  the 
ordinary  capital  of  another  (or  so  much  as  under 
the  general  law  can  lawfully  be  held  by  a  single 
shareholder)  the  profits  of  the  subsidiafy  may  be 
merged  with  those  of  the  Parent  Comp'any  if  an 
application  is  made  by  the  principal  company. 

It  is  interesting  to  note  the  way  in  which 
the  three  principal  taxes  under  British  law 
apply  to  the  situation  where  one  company 
owns  another.  For  income-tax  they  must  be 
assessed  separately.  For  excess  profits  duty  thev 
must  be  assessed  together  if  they  carry  on  the 
same  business,  but  not  otherwise.  For  corpora- 
tion  profits  tax  the  matter  is  at  the  option  of  the 
taxpayer.  If  both  companies  are  expected  to  make 
prohts,  separate  assessments  will,  for  corporation 
prohts  tax,  be  the  more  favourable  to  the  com- 
panies, as,  of  course,  there  will  be  two  allow- 
ances of  ;i5oo  per  annum.  If,  however,  one  com- 
pany IS  making  losses  and  the  other  profits,  it  is 
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easy  to  see  that  it  may  be  very  much  more  advan- 
tageous to  have  a  joint  assessment.  There  is 
apparently  no  reason  why,  for  corporation  profits 
tax,  the  directors  of  the  Parent  Company  may  not 
change  their  minds  on  the  subject  from  year  to 
year  if  it  be  to  their  interest  to  do  so. 

Another  interesting  provision  is  where  a  com- 
pany owns  a  controlling  interest  in  and  directs, 
or  is  entitled  to  direct,  the  management  of  any 
public  utility  company.  Any  profits  derived  from 
the  public  utility  company  are  to  be  excluded  from 
the  profits  of  the  Holding  Company  for  the  pur- 
poses of  corporation  profits  tax,  but  would  not 
whilst  the  utility  company  is  itself  exempt  from  tax 
be  excluded  from  the  profits  of  a  company  owning 
less  than  a  controlling  interest. 
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HOLDING 

PRELIMINARY  DRAFT  BALANCE 
(Drawn  up  to  illustrate  some  of  the 


Share  Capital — 

Ordinary  Shares  of  ;^1  each  . . 
Issued  in  exchange  for  Ordinary  Shares 
in  Subsidiary  A. 

6  %  Cumulative  Preference  Shares  of  /I 
each * 

5  %  First  Mortgage  Debenture  Stock 
Sundry  Creditors 

■   •  •   •  •   • 

Reserve  (Includes  premium  of  /120,000 
on  issue  of  30.000  Ordinarv  Shares  in 
payment  of  450.000  Ordinary  Shares 
in  Subsidiary  A.) 

Profit  and  Loss  Account  as  at  com- 
mencement of  year  (after  paying  Final 

Dividends)        

Add — Net  profit,  viz.  : — 

Sub.  B.  Interim  Divi- 
dend ..  ..   ^696.000 
Sub.  B.    Final  Divi- 
dend          ..          ..        17,400 
Interest  chgd.  Sub.  A.       66,600 
Profit  on  sale  of  goods 
purchased       from 
Sub.  A.     . . 


£ 
970,000 

30,000 


1,000,000 
600,000 


2.500 


Losses  on  Outside 
Tradi  ngaf  ter  charg- 
ing Debenture  In- 
terest 


Less — Dividend   on    Pre- 
ference   Shares 


150,000 
930,000 


100.000 

830.000 

30,000 


Contingent  Liabilities — 

Bills  under  Discount,  Subsidiary  A. 

Guarantee   of  Debentures  in    Subsi- 
diary A 

Guarantee  of  Loan  in  Subsidiary  B. . . 


;£1 10,000 


;^260.000 


;^600,000 


1,600,000 
720,000 

246,900 


500,000 


800.000  I        802,600 


A868.400 


Note.— On  investigation    the  above  Balance  Sheet  is 
as  more  accurately  setting  out  the  true  position. 


COMPANY. 

SHEET,  31ST   December    192  i. 
points  referred  to  in  this  book.) 


Goodwill 

Freehold  and  Leasehold  Land  and 
Buildings  {Less  amounts  written  oft) 

Plant,    Machinery,    Fixtures    and 
Fittings,  &c.     {Less  Depreciation) . . 

oTOCKS        ..  ••  ••  ••  •• 

Sundry  Debtors — 

Subsidiary  A.  Advances   . . 
Subsidiary  B.  Final  Dividend     . . 
Others 

Bills  Receivable — 
Subsidiary  A. 

Investments,  viz.  : — 

Subsidiary  Companies  at  cost — 
Subsidiary   A. — 25.000   Preference 

Shares    at    10s. 

450,000  Ordinary 

Shares  at  6s.  8d. 

Subsidiary    B.— 17,400    Shares    at 

-f/O  ••  ••  ••  •• 

Subsidiary    D.— 20.400    Shares    at 

JL^  lUS.         ..  ••  ••  •• 


Less  Dividend  declared  and  paid  by 
Subsidiary  B.  out  of  surplus  exist- 
ing at  date  of  purchase    . . 


War  Loans  and  other  Investments 
Cash  at  Bank  and  in  Hand  . . 


1,000,000 

17,400 

110,500 


12,500 

150,000 

1,305.000 

51.000 


1.518.500 
174.000 


1,344.500 
350.000 
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£ 

150.000 

200.000 

260.000 
175,000 


1,127,900 
215.000 


1.694.500 
46,000 


;^3. 868,400 


altered  and  an  amended  account  prepared  which  is  regarded 
(See  amended  draft  Balance  Sheet  on  next  page.) 
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HOLDING 

AMENDED  DRAFT  BALANCE 
(As  altered  from  Preliminary 


Share  Capital  (Authorised  and  Issued) 
Ordinary  Shares  of  £1  each 
5%  Cumulative  Preference  Shares 
of  £1  each 


5%     First     Mortgage 
Stock    . . 

Sundry  Creditors 

Reserve 

Contingent  Liabilities- 
Bills  Discounted 

Guarantees 


Debenture 


« 


1,000.000 
600.000 


;£1  10,000 


;^850,000 


1.600.000 

720,000 
245.900 
380.000 


;^2.945,900 


*  For  details  see  Consolidated 


1' 


COMPANY. 

SHEET,  31ST  December  1921. 
Draft  on  pages  86  and  87.) 

Goodwill 

Freehold  and  Leasehold  Land  and 
Buildings  {Less  amounts  written  off) 

Plant,  Machinery,  Fixtures  and 
Fittings.  &c.  {Less  Depreciation)  . . 

Holdings  in  and  Advances  to  Subsi- 
diary Companies  (Goodwill  included 
therein    ;^388,986) 


(as      on 


Investments 

page  87         . .  . .     1.344.500 

L«ss  Premium  Account        120,000 


Advances 

Bills     Receivable 


1,000,000 
215,000 


Provision  for  net  losses  shown  in 
Subsidiary  Companies'  Accounts 
per  Summary  Statement  (page 
99)  

Balance  being  surplus   of  Sub- 
sidiary Assets  and  Goodwill . . 


1,224.500 
1,216,000 


Stocks 

Sundry  Debtors 
Investments  (War  Loans,  &c.) 
Cash  at  Bank  and  in  Hand    . . 
Profit  and  Loss  Account — 
Profit  as  at  commencement  of  year 


2.439.500 


992,572 


;^1.446.928 


12.700 


VIZ. : — 

Holding  Company  .  •     £2,500 

Subsidiary   D.   proportion     10.200 


;/;i2.700 


Net  loss  for  year  after  de- 
ducting Debenture  In- 
terest and  taking  into  ac- 
count Profits  and  Losses  of 
Subsidiary  Undertakings . . 

Dividend  on  Pref.  Shares.. 


172,772 
30,000 


202.772 
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150,000 
200.000 
260.000 

1,446.928 


175,000 

127,900 

350,000 

46,000 


*    190,072 


£2,945,900 


Balance  Sheet  (pages  107  and  109). 
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PRELIMINARY 
(Drawn  up  to 


SUBSIDIARY 

DRAFT  BALANCE 
illustrate  some  of  the 


Share  Capital — 

Ordinary  Shares  of  £1  each 
5%  Cumulative  Preference  Shares 
of  ;^1  each. , 

(There  are  arrears  of  Preference 
Dividend  amounting  to  £2,500) 

5%     First     Mortgage     Debenture 
Stock    . . 

Reserve — 

At  date  of  Purchase  by  Holding 

Company  .  . 
Added  since 


Bills  Payable — 

To  Holding  Company- 


-of  which 
held      by 
latter     .  . 

Discounted 
by  latter 


Sundry  Creditors — 

Holding  Company  loan 
Subsidiary  B.  Loan 
Other  Creditors 

Contingent  Liabilities — 
Bills  under  Discount 
Forward  Contracts 


560,000 


250,000 


105,000 


325,000 


1,000.000 
101,000 
290,000 


1,391,000 


312,000 
2,150.000 


;^2.462,000 


;^2,621,000 


25,000  Preference  Shares  at  10s.  each 
450,000  Ordinary  Shares  at  6s.  8d.  each 


Purchase  price  to  Holding  Company 


HOLDING    COM 


^12,500 
150,000 


;^162,500 


»« 


A. 


»< 


SHEET,  31ST   December    1921. 
points  referred  to  in  this  paper.) 


Goodwill 

Freehold  Land  and  Buildings 

Plant  and  Machinery  {Less  Deprecia- 
tion) 

Stocks  (Includes  ;^201,250  purchased 
from  Subsidiary  B.  this  year  at  a 
profit  to  B.  of  20%  or  ;^40,250) 

Sundry  Debtors — 
Subsidiary  C, 
Others 

Bills  Receivable 

Cash  at  Bank  and  in  Hand 

Profit  and  Loss  Account — 
Profit  at  date  of  Purchase . . 
Net  Loss  since  after  charging  De- 
benture Interest  and  Transfer  to 
Reserve     . . 


PANY    ACQUIRED. 


2.500 
171,500 


20,000 


1,120,000 
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£  £ 

100.000 
400.000' 


500,000 


315,000 


174,000 
25,000 

7,000 


1.100,000 


;^2,621,000 


12.500 


Preference  Shares  acquired  for  cash    . . 

Purchase  price  of  Ordinary  Shares  satisfied  by 
issue  of  30.000  Ordinary  Shares  in  Holding  Com- 
pany of  a  market  value  of  £5  each  . .  . .      £150,000 

;^162,500 


I 
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SUBSIDIARY 

PRELIMINARY  DRAFT  BALANCE 
( Drawn  up  to  illustrate  some  of  the 


Share  Capital — 

17,500  Shares  of  ;^10  each. . 

Loan  from  Bankers  (Secured) 

Sundry  Creditors — 
Subsidiary  C. 
Others 

1,000 
138.000 

£ 
176.000 

600.000 

139.000 

60.000 

Reserve — 

At  date  of  Purchase  by  Holding 

Company  . . 
Added  since 

30.000 
20.000 

Profit  and  Loss  Account — 

At  date  of  Purchase  by  Holding 

Company  . . 
Less  Dividend  since  paid  thereout 

200.000 
175.000 

Net  Profit  since — 

(Includes — Dividend     to     come 
from  Subsidiary  C, 

;^18,200 

Interest    on    Loan 
to    Subsidiary   A.. 

;^10,000)        . . 

25.000 
741,250 

Less — ^Transferred  to  Reserve  /20,000 
Interim  Dividend  paid 

November,   400%      700.000 

766.260 
720,000 

46,260 

;^1.010,260 

Holding  Company  acquired  17,400 


tt 


B. 


»» 


SHEET,   31ST   December    1921. 
points  referred  to  in  this  book.) 


Freehold  Buildings 

Plant  and  Machinery  {Less  Deprecia- 
tion) . . 

Investments  at  Cost — 

2.600  Ordinary  Shares  of  ^10  each 

in  Subsidiary  C.     . . 
80,000  Ordinary  Shares  of  ;^1  each 

in  Holding  Company  . . 

Stocks 

Sundry  Debtors — 
Subsidiary  A.  Loan 
Subsidiary  C.  Final  Dividend 
Others 

Cash  at  Bank     . . 
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£ 
150.000 


266,000 


180.000 
202,750 


184,000 
28.600 


;^1,010.260 


Shares  at  ;^75  each  =  ;^l,305,000. 


It 


P' 
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SUBSIDIARY 

PRELIMINARY  DRAFT  BALANCE 
(Drawn  up  to  illustrate  some  of  the 


Share  Capital — 

2,600  Ordinary  Shares  of  ;^10  each. . 
1,400      10%    'Preference     Shares    of 
£10  each 

(The  Preference  Shareholders  are 
entitled  under  Company's  Articles 
to  share  pro  rata  with  Ordinary 
Shareholders  in  Surplus  Assets  on 
a   winding    up)       

4^%  1st  Mortgage  Debentures 

Sundry  Creditors — 
Subsidiary  A.  . . 
Others   . . 

Reserve — 

At  date  of  Purchase  by  Subsidiary  B. 

Profit  and  Loss  Account — 

At  date  of  Purchase  by  Subsidiary  13. 
Add :  Net  profit  since  after  charging 
Debenture  Interest 


40.000 


210,000 

131.500 
40.000 


140,000 


;^56 1,500 


Subsidiary  B.  owns  all  Ordinary 

SUBSIDIARY 

PRELIMINARY  DRAFT  BALANCE 
(Drawn  up  to  illustrate  some  of  the 

40.000 
110,000 


Share  Capital — 

40,000  Shares  of  £1  each 

Sundry    Creditors  . . 

Reserve — 

At  date  of  Purchase  by  Holding  Company 


Profit  and  Loss  Account — 

As  last  Balance  Sheet  (since  date  of  Purchase)  . . 


160,000 


20.000 


/330.000 


Holding  Company  purchased  bare  controlling  interest 


^ 


SHEET,    31ST   December    1921. 
points  referred  to  in  this  book.) 


Leasehold  Buildings  {Less  amounts 
written  ofE) 

Machinery  and  Fixtures  {Less  Depre- 
ciation) 

Stocks 

Sundry  Debtors — 
Subsidiary  B.   . . 
Others   . . 

Cash  at  Bank  and  in  Hand  . . 


1.000  ! 
219,000  ' 


Shares  at  cost  of  ;£80,000. 

SHEET,    31ST   December    1921. 
points  referred  to  in  this  book.) 

Machinery  and  Plant  {Less  Depreciation) 
oTOCKS  ..  ••  ..  ..  ••  "• 

Sundry  Debtors 
Cash  at  Bank 


(51%)  20.400  shares  at  £2  10s.  each  =  y;51,000. 
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£ 

50,000 

130,000 
150,000 


220.000 
11,500 


;^561.500 


£ 

140,000 


130,000 

45,000 
15.000 


;^330.000 
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SUBSIDIARY 

PRELIMINARY  SUMMARY  STATEMENT  OF 

VIEW  OF  HOLD 


Freehold  and  Leasehold  Land  and  Buildings — 

{Less   amounts   written    off) 
Plant,  Machinery,  Fixtures  &  Fittings  &c. — 

{Less    Depreciation) 

Investments  (In  Holding  Company  at  par  value) 

Stocks  

Sundry  Debtors 
Bills  Receivable 

Cash  at  Bank  and  in  Hand       

Associated  Companies 

Less : 

Debentures 

•"*vAWo  *•  ••  ••  ••  »«  •• 

Sundry  Creditors  and  Bills  Payable 

Final  Dividends         

Associated  Companies    .  . 

Do.         Profit  on  Stocks  held 


Carry  forward 


;' 


COMPANIES. 

ASSETS  AND  LIABILITIES  FROM  POINT  OF 
ING  COMPANY. 


B. 

1 
1 

C. 

i 

Total 

A. 

D. 

Inter  Co. 
Balances 

Net 

£ 

400,000 

£ 

160,000 

£ 

50.000 

£ 

£ 

£ 
600,000 

500,000 

265.000 
80.000 

130.000 

140,000 

1,035.000 
80.000 

316,000 

202.750 

150.000 

130.000 

40,020 

757,730 

171,500 

64.800 

219,000 

45,000 

500,300 

26,000 

25,000 

7.000 

28,500 

11,500 

16,000 

62,000 

2,500 

119,200 

1,000 

122,700 

1,421,000 

910,250 

561,500 

330,000   162,720 

3,060,030 

260,000 

210.000 

1        i 
i 

460,000 

600.000 

600.000 

400,000 

138.000 

129.000 

110,000 

f 

777.000 

' 

17,500 

19,600 

•   18.200 

18.900 

1,316.000 

1,000 

2,500 

1 

1,319,500 

40.020 

40.020 

.US.  000 

113.730 

200.400 

220,000 

1.215,000 

1.204,130 
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H 


Subsidiary 

,^  .  Brought   forward 

Proportion  AccruixNG  to  Outside  Shareholders— 

Ordinary  and  Preference  Shares  

Proportion  of  Reserves.  Profit  and  Loss  Balances  and  Final 
Dividends  (for  details  see  Consolidated  Balance 
Sheet) 

Less  :    Goodwill  attributable  to  Outside  Shareholders 


Balance  of  Surplus  Assets  not  Including  Goodw 


ILL 


Goodwill  (for  details  see  Consolidated  Balance  Sheet)— 
Subsidiary  Companies  (proportion  only) 
Excess  of  Cost  of  Shares  over  nominal  value 
Excess  of  nominal  value  over  cost  of  shares   . . 


Less  :  Surpluses  in  existence  at  date  of  acquisition  of  Shares, 
VIZ.  ;  Reserves  and  Profit  and  Loss  Balances . . 


Holding  Company's  Balance  Sheet  Shows 

Subsidiary  Companies  cost  of  Shares 

Less  :    Premium  on  Shares  issued  on  purchase 
of  Subsidiary  A. 


Advances  to  Subsidiary  companies — 

Sundry  Debtors 

Bills  Receivable 

Balance  consists  of — 

Revenue  Balances  (for   details    see  Consolidated 
Balance  Sheet) . 

Profits  (previous  period) 
Profits  (this  year) 

Losses 

Stock    Reserve   . . 
Reserve   Accounts 
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Companies — (conid.). 


545,000 
75.000 


loss  98,375 
10,000 


33,375 


511,625 


90.000 
432,500 


113,730 
1,000 


1.045 
422 


1.623 


112.107 

(incorpor- 
ating C) 
73.578 
957,000 


342,500   I  1,030.578 


90,000 


432,500 


158,092 


200,400  ^  220.000  ,  1,215,000 
14,000    19.600 

56.140    88.200 


70.140   107.800 


130.260  '  112.200  1,215,000 


1,204.130 


146,188 


1.057,942 


30,600 


872.480 


30.600  I  718.678 
81.600  I  329,692 
51.000   i 


388.986 


Total  {See  Amended  Balance  Sheet)       .  .I;^l, 446,928 


1,344,500 
120,000 


1.009.125 
22.500 


1,224,500 


1,000.000 
215,000    1,215,000 


2.439,500 


10.200 


/986,625  I    ;^16,147 


(Loss) 


£10.200  ,£992.572  j;^1.446,928 


II 
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HOLDING   COMPANY   AND 

DETAILED  CONSOLIDATED  BALANCE  SHEET 


Ordinary  Shares  of  £1  each 

5%  Cumulative  Preference  Shares  of  £1 

jC0^^\^  rr  ••  ••  ■«  ■«  «« 


Less  :  Ordinary  Shares  held  by  Sub.  B. 

.5%  1st  Mortgage  Debenture  Stock 

Subsidiary  Companies. 

(Capital  held  by  Outside  Shareholders) 


£ 

1.000.000 


600.000 


1.600.000 
80.000 


Ordinary  Shares. 
Subsidiary  A. 

60,000  Shares  of  ;^1  each 

Subsidiary  B. 

100  Shares  of  ;^10  each 

Subsidiary  D. 

19.600  Shares  of  £1  each 

Preference  Shares. 
Subsidiary  A. 

25,000  5%  Cumulative 
Preference  Shares  of 
£1  each 

Subsidiary  C. 

1 .  400  1 0  %  Preference 
Shares  of  ;^10  each  . , 


Debentures. 
Subsidiary  A. 

6%  1st  Mortgage  De- 
benture Stock  (Se- 
cured on  Assets  of 
book  value  of 
;^1.421.000)  . . 

Subsidiary  C. 

4^%  1st  Mortgage  De- 
bentures (Secured  on 
Assets  of  book  value 
of  ;^561.600) 


50,000 

1.000 

19.600 


25.000 


14,000 


250.000 


210.000 


Forward 


70.600 


39,000 


109.600 


460.000 


1,520.000 
720.000 


569.600 


2.809.600 


lOI 


ITS    SUBSIDIARY   COMPANIES. 

TO  SHOW  WORKINGS,  31ST  December  1921. 


Goodwill. 

Holding  Company 
Subsidiary  A. 

Add  :  Excess  of  cost  of  shares  of  Subsi- 
diary Companies  over  their  Nominal 
value,  viz.  : — 

Subsidiary  B.  Cost  1.305,000 
Less :  Dividend  (see 
Capital    Reserve 
per  contra)       . .    174,000 


150.000 
100,000 


1,131.000 
Nominal    174,000 


Subsidiary  C.  Cost       80.000 
Nominal     26.000 


Subsidiary  D.  Cost      51.000 
Nominal     20.400 


Excess  of  cost  of   Shares  of 

Holding      Company      over 

their  Nominal  Value,  viz. : 

SubsidiaryB.Cost  100.000 

Nominal  80,000 


957.000 
54.000 
30.600 


20.000 


Deduct : 

Excess  of  Nominal  Values  over  Cost, 
viz. : — 
Subsidiary  A. 
Ordinary  Shares 

Nominal  . .  450.000 

Cost  150.000 

Less:  Premium  on 
Shares    issued 

120.000   30.000        420.000 


1,061.600 


Preference  Shares 

Nominal  . .      25.000 

Cost      ..  ..      12,500 


12.500 


Note  :  In  the  published  account  the  Capi- 
tal Reserve  per  contra  would  be  de- 
ducted from  the  above  total. 


Forward 


i 


879,100 


879,100 


I02 


Holding   Company   and   its 


Forward 

Proportion  of  Reserves  and  Profit  and 
Loss  Balances  of  Subsidiary  Companies 
DUE  TO  Outside  Shareholders. 


Subsidiary  A. 

Preference       Shareholders 
Arrears     of     Preference 
Dividend 
Ordinary  Shareholders 
Reserve  (see  below) 
Capital  Reserve  (see  be- 
low) 
Profit  &  Loss   (see  con- 
tra)      . .  . .     Loss 

Subsidiary  B. 

Reserve  (see  below) 
Capital  Reserve  (see  below) 
Profit  &  Loss   (see  contra) 
Profit  &  Loss  Sub.  C.  (see 
contra)     . . 

Subsidiary  C. 

Capital  Reserve  (see  below) 
Profit  &  Loss   (see  contra) 

Subsidiary  D, 
Capital  Reserve  (see  below) 
Profit  and  Loss  (see  contra) 


Capital  Reserve. 

Representing  proportion  of  Reserves  and 
Profit  &  Loss  Balances  of  subsidiary  Com- 
panies at  date  of  their  purchase,  viz.  : — 


Subsidiary  A. 
Reserve 
Profit  &  Loss 


Less  :  Proportion 
applicable  to  Out- 
side Shareholders, 
viz.  :     50.000 

500.000      •  • 


80.000 
20,000 

100,000 


10,000 


Forward 


1.250 


2,500 

10,000 

112.125 

09,625 

114 

908 

21 

2 

1,045 

56,000 
140 

56,140 

78,400 
9,800 

88.200 

2,809,600 


90,000 


47.010 


90,000       2,856,610 


Subsidiary  Companies — (conid.). 

Forward     . . 

Freehold  and  Leasehold  Land  and  Build- 
ings (less  amounts  written  off) 
Holding  Company 
Subsidiary  A. 
Subsidiary  B. 
Subsidiary  C. 
Subsidiary  D. 


Plant,  Machinery,  Fixtures  and  Fittings, 
&c.  (less  depreciation) 
Holding  company 
Subsidiary  A. 
Subsidiary  B. 
Subsidiary  C. 
Subsidiary  D. 

Stocks. 

Holding  Company  .  . 

Subsidiary  A.  316,000 

Less  :  Inter  Company  Pro- 
fit, viz.  :— - 
174 

of  ^40,260         . .  40,020 

175  

Subsidiary  B. 
Subsidiary  C. 
Subsidiarv  D. 


Sundry  Debtors. 

Holding  Company      ..  ..         1,127,900 

Less  :  Subsidiary  A.  1,000,000 
Subsidiary  B.  Final 

Dividend  . .      17,400     1,017,400 


Subsidiary  A. 

Less  :   Subsidiary  C. 

Subsidiary  B. 

Less  :   Subsidiary  A.     101,000 
Subsidiary  C. 
Final  Dividend    18,200 


Subsidiary  C.  .  . 

Less:     Subsidiary  B. 

Subsidiarv  D. 


174,000 
2,600 

184,000 

119,200 

220,000  ■ 
1,000 


Forward 


200,000 

400,000 

150.000 

50,000 


260,000 
500,000 
265,000 
130,000 
140,000 


176.000 


274,980 
202,750 
150,000 
130,000 


110,600 
171,500 


64,800 


219,000 
45.000 
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879.100 


800.000 


1,296,000 


932,730 


610.800 
4,617,630 


G 
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Holding   Company   and   its 


Forward 

•   •                     •   • 

Subsidiary  B. 

Reserve 

30,000 

Profit  &  Loss  (after  de- 

ducting       Dividend 

;^176,000  see  contra) 

25,000 

Surplus    of    Subsidiary 

C.  (as  below) 

104.000 

Less    :       Proportion 
applicable  to  Out- 
side  Shareholders, 
viz.  :      JLOOO 
175,000 

Subsidiary  C. 
Reserve 
Profit  and  Loss 


Less  :  Proportion 
applicable  to  Out- 
side Preference 
Shareholders,  viz.  : 
U.OOO 

40,000 
Balance  applicable 

to  Ordinary  Share- 
holders Subsidiary  B, 
viz.  : 

^^'Q^^  carried  above 
40,000 

Subsidiary  D. 
Reserve 

Less  :  Proportion 
applicable  to  Out- 
side Shareholders, 
viz.  :    19,600 

40,000 


159,000 


908 


40,000 
120,000 

160,000 


56,000 


104,000 


160.000 


78,400 


NOTES  :— 

(1)  Any  increase  or  decrease  arising  on  Revaluation  of 
properties  made  at  the  time  the  concerns  were  acquired 
would  if  brought  into  the  Balance  Sheet  be  added  to  or 
deducted  from  the  above  Capital  Reserves  and  the  Assets 
adjusted  accordingly. 

(2)  In  the  published  accounts  the  total  of 
Capital  Reserve  would  be  deducted  from 
Goodwill  per  contra. 

Forward     . . 


90,000 


158,092 


2,856,610 


81.600 


329,692 


3,186,302 


Subsidiary  Companies — (contd.). 

Forward      .  .  .  . 

Bills  Receivable. 
Holding  Company 
Subsidiary  A.  ....  i 


Less  :    Subsidiary  A.  Bills  Payable 


Investments. 

Holding  Company 
Subsidiary  B. 


1,694,600 
180,000 


Less  :    Subsidiary  Companies  Total 


Cash  at  Bank  and  in  Hand. 
Holding  Company 
Subsidiary  A. 
Subsidiary  B. 
Subsidiary  C. 
Subsidiary  D. 


Profit  and  Loss  Account  Balances. 
Holding  Company — Profit    . . 
Subsidiary  A. — Loss  . .  . .         1,100,000 

Add  :  Balance  at  date  of 
purchase  transferred  to 
Capital  Reserve  . .  . .  20,000 


Arrears  of  Cumulative 
Preference  Dividend 
due  to  Outside  Prefer- 
ence Shareholders 
25^0  X  2,500  .. 
50.000 

Less  :  Proportion  applicable 
to   Outside   Shareholders 

5^0JO 
600.000 
Subsidiary  B. — Profit 

Less  :     Balance  at  date  of 
purchase    transferred    to 
Capital  Reserve  . .      25.000 
Final        Dividend 
(since  paid)  . .       17,600 


1,120,000 


1.250 


1,121,250 


112J25 
46,260 


Forward 


215,000 
25,000 


240,000 
215,000 


1,874,600 
1,524.500 


46.000 
7,000 
28,500 
11.500 
15,000 


802.600 


42.600 
3.750 


1,009,125 


lOS 


4,517.630 


25,000 


350,000 


108,000 


3,750  206,625        5,000,630 


io6 


Holding    Company  and   its 


Forward 
Loans  from  Bankers. 
Subsidiary  B. 

(Secured   on    Assets   of   Book   Value   of 
;^1,010,260) 


Sundry  Creditors. 
Holding  Company 

Subsidiary  A.  . .  1,391,000 

Less  :    To  Holding 

Company . .  . .  1 .000.000 

To  Subsidiary  B.    101.000    1,101.000 


Subsidiary  B.  . .    139,000 

Less  :  To  Subsidiary 

C 1,000 


138.000 


Final  Dividend        . .       17,500 
Less  :  Received  by 

Holding  Co.    . .       17,400 


100 


Subsidiary  C.  . . 
Less :  To  Subsidiary 

l\*  •  •  •  • 


131,500 
2,500 


Final  Dividend        . .      19,600 
Less :  Received  by 

Subsidiary  B.  . .      18,200 


129,000 
1,400 


Subsidiary  D. 


Bills  Payable. 
Subsidiary  A. 

Less  :   Held  by  Holding  Co. 

Reserves. 
Subsidiary  A. 

Less  :  Balance  of  Reserve 
when  interest  in  Company 
was  purchased  transferred 
to  Capital  Reserve 


Less:  Proportion  applicable 
to    outside    Shareholders 

60.000 


500,000 


105,000 


80.000 
25,000 


2,500 


Forward 


3,186,302 
600,000 


245,900 


290,000 


138,100 


130,400 
110,000 


325.000 
215.000 


22,500 


914,400 


110.000 


22,500       4.810,702 


Subsidiary  Companies — {conid.) 

Forward     ..   3,760 
Less  :  Proportion  applicable 
to  Outside  Shareholders, 
viz.  : — 


175 


Intercompany  Profit  on  Stocks 
on   hand  in   Subsidiary  A. 
now  written  back,  viz. : — 

1^  of  ;^40.260 

Subsidiary  C. — Profit 

Less  :     Balance  at  date  of 
purchase    transferred    to 
Capital  Reserve  . .     120,000 
Final      Dividends 
(since  paid)  . .      19,600 


Less  :  Proportion  applicable 
to  Preference  Share- 
holders, viz.  : — 

14 

40  

Less  :  Proportion  applicable 
to  Outside  Shareholders, 
viz. : — 

J_ 

176  

Subsidiary  D. — Profit 

Less  :  Proportion  applicable 
to  Outside  Shareholders, 
viz. : — 

196 

400  


J)educt :    Reserves  Sub.  A. 
and  B.  (per  contra) 


21 


140,000 


139,600 
400 


140 


260 


20,000 


9,800 


Forward 


107 


206,626 


3.729 


40,020 


5,000,630 


268 


10,200 


232.458 
42,386 


fy' 


190,072 
5,190,702 


1 


Holding  Company   and   its 


Subsidiary  B. 


Forward 

50,000 


22,500 


Less  :  Balance  of  Reserve 
when  interest  in  Company 
was  purchased  transferred 
to  Capital  Reserve 


Less :  Proportion  applicable 
to  Outside   Shareholders, 


30,000 
20.000 


VIZ.  : — 

X.                     •  •              •  •              •  • 
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Subsidiary  C.  .  . 

Less  :     Balance  of  Reserve 
when  interest  in  Company 
was  purchased  transferred 
to  Capital  Reserve 

40,000 
40,000 

Subsidiary  D.  ..  ..  160,000 

Less  :  Balance  of  Reserve 
when  interest  in  Company 
was  purchased  transferred 
to  Capital  Reserve  . .  160,000 

Transferred  to  Profit  &  Loss  Account  (per 
contra) 

Holding  Company 

Less  :  Premium  on  Shares  deducted  from 
Goodwill  (per  contra)     . . 


Contingent  Liabilities. 
Subsidiary'  A. 

Bills  under  Discount 

Forward  Contracts 

Holding  Company. 
Bills  under  discount 
Guarantee  of  Debentures  in 

Subsidiary  A. 
Guarantee  of  Loan  in  Sub- 
sidiary B. 


19,88(5 


;^42.386 


500,000 
120.000 


i:312,000 


k2. 150,000 


;^1 10,000   Not  re- 
quired as 

;^250,000    now  shown 
'    under 

;^600,000  '    liabilities 
above. 


4,810,702 


380.000 


;^5. 190.702 


Subsidiary  Companies — (contd.). 

Forward 
Or   thus: — 
Balance  of  Profit  at  Commencement  of 
Year  : — 
Holding  Company  2,500 

Subsidiary  D.  20.000 

Less  :  Proportion 
applicable  to  Out- 
side Shareholders 
viz.  :  ^96 

400 


9.800 


10,200 


12,7001 


Loss  for  year,  viz. : 

Subsidiary  A. — 

Loss  .  .  1,096,250 
Less;  Propor- 
tion accruing 
to  Outside 
Shareholders 
1-lOth         ..    109,625 


Profits  for  year,  viz  : 

Subsidiary  B. 
Less  :  Propor- 
tion accruing 
to  Outside 
Shareholders 
l-175th      . .        4.235 

Profit  on 
Stocks  held  by 
Sub.  A.  written 
back  . .  .  .  40,020 


986,625     Loss 


741,250 


5,190,702 


I 


f 


44,255    696,995 


Subsidiary  C. 
Less  :  Final 
Dividends  19.600 
Proportion  ac- 
cruing to  Pre- 
ference Share- 
holders . .       140 


20.000 


Proportion  ac- 
cruing to  Out- 
side  Share- 
holders of  Sub- 
sidiary B.  viz. : 
l-175th 

Holding  Company 
Less:  Dividends 
of  Subsidiary 
Companies 


19.740 


2  19,742 
800,000 

713.400 


258 


n 


86,600 


Net  Loss 


Balance  as  above 


202,772: 

i 

;^190,072 


;^5, 190.702 


' 


L 
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APPENDIX    II. 


Examples   of  Actual   Published 
Balance  Sheets. 


The  following  are  examples  of  published  Balance 
Sheets  as  furnished  to  shareholders^  and  they  are 
printed  here  (without  any  comment)  by  the  kind 
permission  of  the  respective  Companies  so  that 
readers  may  see  for  themselves  some  forms  adopted 
in  practice. 


Aeolian  Company  Limited        

Anglo-Dutch  Plantations  of  Java  Limited.  . 
British-American*^  Tobacco  Company  Limited 
British  Dyestuffs  Corporation  Limited     . . 
courtaulds  limited 
Imperial     Tobacco     Company     (of     Great 

Britain  and  Ireland)  Limited 
London    and    Suburban    Traction    Company 

Limited 
Meadow  Dairy  Company  Limited 
Underground   Electric   Railways  Company 

of  London  Limited 

United     British     Oilfields     of     Trinidad 

LflMITED       ..  ..  ••  ••  •• 

Van  Den  Berghs  Limited  

ViCKERS  Limited 


American  Companies — 
International  Harvester  Company 
International  Mercantile  Marine  Company 

Iron  Products  Corporation 

United  States  Steel  Corporation 


Page 
112 
Ii8 
126 
130 

134 
136 

142 

148 

154 

168 

174 
180 


185 
190 

196 

198 


m 
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Dr. 


To  Authorised  Capital  : 

400,000  Ordinary  Shares 
of  /I  each 
*300.000  lh%  Cumula- 
tive Preference  Shares 
of  £\  each 


,  Issued  Capital  : 

400.000  Ordinary  Shares  of 
£\  each  .  . 

250,000    7p/o    Cumulative 
Preference  Shares  of  £\ 
Oacri        ■  •  •  •  •  • 

,  Mortgage  Debentures : 

65  Debentures  of  ;^6,000 
each  issued  as  security 
for  Bank  Loan 

,,  Loan  from  Bankers  : 

Secured  by  deposit  of  De- 
bentures as  above 

,,  Other  Mortgages  on 
Freehold  and  Lease- 
hold Properties 

,,  Aeolian  Co.,  New  York  : 
Current  Account 

,,  Sundry  Creditors 

,,  Bills  Payable    . . 

,,  Preference  Dividend 
{Izftfi  Tax^  due  1st  July, 
1922  

,,  Reserve  Accounts,  viz.  : 

Depreciation  of  Buildings, 
Plant  and  Machinery   .  . 

Hire  Purchase  Accounts 
and  Library  Subscrip- 
tions unexpired 

Balance  of  dividend  from 
Subsidiary  Company's 
Surplus  Account 


THE  ^OLIAN  COM 

BALANCE   SHEET 


i  s  d 

400.000  0  0 

300,000  0  0 

/700.000  0  0 

400,000  0  0 

250,000  0  0 


325,000  0  0 


131,179  5  11 


20,350  0  0 


10,239  2  9 


s  d 


650,000  0  0 


325,000  0  0 


137,000  0  0 

388.623  15  6 

87,393  1  2 

35,683  1  2 


6.796  17  6 


161,768  8  8 


Carried  forward  1,792,265  4  0 


I 


PANY,  LIMITED. 

AT  30TH  June  1922. 


By  Bond  Street  Property  : 
As  per  valuation  28th 
July  1921 

„  Freehold  Property  at 
Hayes  and  Sunderland, 
including  Plant  and 
Machinery  at  Hayes  at 

v^OSx  •  •  •  •  •  • 

,,  Furniture  and  Fittings, 
London  and  Branches, 
less  Depreciation 

„  Investments  in  Capital 
Stocks  of  Subsidiary 
Companies 

,,  Amounts  Due  by  Allied 
and  Subsidiary  Com- 
panies ON  Current  Ac- 
count 

„  Investment  in  Capital 
Stock  of  Subsidiary 
Company  in  Germany 
at  Cost 

Add  :  Balance  due  on  Cur- 
rent Accounts   .  . 


Less  :    Reserve 
,,  Trade    Investments    at 

v-'OSX  •  •  •  •  •  • 

,,  Mortgage  Redemption 
Policy  (Premiums  Paid) 

,,  Stocks  of  Manufactured 
Goods,  Raw  Material, 
Work  in  Progress,  &c. 
As  Certified  by  the  Com- 
pany's Officials 

,,  Sundry  Trade  Debtors, 
less  Reserve  for  Bad 
and  Doubtful  Accounts 

„  Claims  admitted  by  An- 
glo-German Mixed  Tri- 
bunal 

,,  Bills  Receivable 


£       s   d 


74,536  2     7 

59,569  17     3 

134,105  19  10 

96,633  13     8 
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Or. 


s    d 


255,000     0     0 


389.591   13  10 

27,763  14     9 

115,500     2     0 

110,909   11     8 


37.472     6     2 
21,188     0     0 

9,041  13     4 


449,147     6     1 


259.084  17  10 


29,968  11     6 
41,137  18  10 


Carried  for^vard     1,745,805  15  11 
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To  Profit  &  Loss  Balance 
As  at  30th  June  1921    .  . 

Add  :  Balance  from  Profit 
and  Loss  Account 


Deduct :    Preference  Divi- 
dend for  year  less  tax  .  . 


The  Aeolian   Com 

Brought  forward     1,792,265     4     0 
1,076  10     1 

13.154  19     9 


14,230  9  10 
13,369  7  6 


871  2  4 


;^1. 793.136  6  4 


*  '7^%  Cumulative  Preference  Shares  guaranteed  as  to  Principal  and 
Pianola  Company  of  New  York. 

The  Company  has  guaranteed  advances  to  a  Subsidiary  Company.  &c.. 
Signed  on  behalf  of  the  Board  of  Directors   as   per   resolution   of 


We  report  to  the  Shareholders  that  we  have  examined  the  above 
the  information  and  explanations  we  have  required.  Subject  to  the 
opinion  that  such  Balance  Sheet  is  properly  drawn  up  so  as  to  exhibit  a 
to  the  best  of  our  information  and  the  explanations  given  to  us  and  as 

3  Frederick's  Place, 

Old  JewTy,  London,  E.C.2. 
9th  February  1923. 


Dr. 


PROFIT  AND  LOSS  ACCOUNT 


To  Loss  ON  Trading  for  the  Year  after  Provid- 
ing FOB  Depreciation  (other  than  for  Plant, 
Machinery,  Furniture,  Fittings,  &C.,.  covered  bv 
Reserve) 

.,  Debenture  and  Mortgage  Interest    . . 

,.  Balance  Carried  to  Balance  Sheet  ,, 


s  d 


30,206  19  5 
21.642  8  11 
13,154  19  9 


/65,003  8  1 


pany,  Limited. — (Contd.) 


By  Cash    at    Bank    and    in 
Hand 

,,  Trade    Marks    and    Pa- 
tents 


Brought  forward     1,745,806  15  11 

47,329  10     5 

10     0 


;^1, 793,136     6     4 


as  to  Interest  up  to  6%  per  annum  by  the  Aeolian,  Weber  Piano  and 

up  to  ;^12,260. 

meeting  held  14th  February  1923. 

R.     WiLLIAMS-BULKELEY,        )      r,-       ^ 

A.    J.    Mason.  )    Director.. 

J.    A.    FiNDLEY,    Secretary. 
Balance  Sheet  with  the  books  of  the  Company,  and  have  obtained  all 
book  value  of  the  investment  in  Germany  (;^37,472  6s.  2d.)  we  are  of 
true  and  correct  view  of  the  state  of  the  Company's  affairs  according 
shown  by  the  Books  of  the  company. 

Price,  Waterhouse  &  Co. 


FOR  THE  Year  ended  30TH  June  1922. 


Cr. 


s     d 


By  Dividends  from  Invest- 
ments IN  Subsidiary  Com  - 
PANiES  (Accumulated 
Surplus),  and  Other 
Companies 

Less  :  Appropriated  to  Re- 
serves 

,,  Part  Proceeds  of  Claims 
Received  or  Admitted 
BY  Anglo-German  Tri- 
bunal 


£        «  d 


72,729  8  11 
57,500  12  3 


15,228  16  8 


49,774  U  5 


;^65,003  8  1 


T 
-I,' 


ii6 

The  Aeolian    Com 

AMALGAMATED 

of  the  Assets  and  Liabilities  at  30ih  June  1922  of  The  Aeolian 
(Note. — The  Book  Value  of  the  investments  in  Germany  is  shown 


Dr. 

To  Issued    Capital    of    the 

Aeolian  Co.  Ltd.:  400,000 

Ordinary  Shares  of  £\  each 

♦250,000  7J%   Cumulative 

Preference    Shares    of    /I 

ccLCH  •  •  •  •  >  • 

,,  Mortgage  Debentures  : 
65  Debentures  of  3^5,000 
each  issued  as  security  for 
Bank  Loan 

,,  Loan  from  Bankers  : 
Secured  by  Deposit  of  De- 
bentures as  above 

,,  Other  Mortgages  on 
Freehold  and  Lease- 
hold Properties 

,,  Aeolian  Company,  New 
York,  Current  Account 

,,  Sundry  Creditors 

,,  Bills  Payable    . . 

,,  Preference  Dividend 
{less  Tax)  Due  1st  July 

Ii7te<k>'  ••  ••  •• 

„  Reserve  Accounts,  viz.  : 
Depreciation  of  Buildings, 
Plant  and  Machinery,  &c 
Hire    Purchase    Accounts 
and    Library    Subscrip- 
tions unexpired 
P>Hlance  of  Capital  Surplus 
Accounts 

„  Profit  and  Loss  Account 
Balance    . . 
One  of  the  companies  is  contin- 
gently liable  under  guarantee 
up  to  ;^2,250. 


i  s  d 

400,000  0  0 

250,000  0  0 

325,000  0  0 


650,000     0     0 


325,000     0     0 


137,000     0  0 

388,623  15  6 

112.871     3  2 

39,525     9  11 


6.796   17     6 


149,665     4     5 

22,625  15     9 
27,766  16     7 


200,057   10     9 
5.000  12  11 


/1, 864,875  15     9 


*  7^%  Cumulative  Preference  Shares  guaranteed  as  to  Principal  and 
and  Pianola  Company,  of  New  York. 
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pany,  Limited. — {Contd.) 
STATEMENT 

Co.,  Ltd.,  and  of  the  Companies  of  which  it  is  sole  proprietor. 
separately  and  has  not  been  allocated  to  the  various  headings.) 


s    d 


By  Bond  Street  Property  : 
As    per    Valuation,     28th 
July  1921 
,,  Freehold  Property  In- 
cluding Plant  and  Ma- 
chinery AT  Cost 
„  Furniture  and  Fittings 

Less  Depreciation 
,,  Investments  in  Capital 
Stocks     of     Subsidiary 
Companies    in    Germany 
AT  Cost 

Add  :  Balance  due  on  Cur- 
rent Accounts   . . 


'    Less  :    Reserve     . . 

,,  Amounts  due  by  Allied 
Companies  on  Current 
Account    . . 

,,  Trade    Investments    at 

V>CJd  X  •     •  •     •  •     • 

,,  Mortgage  Redemption 
Policy  Premiums  Paid.  . 

,,  Stocks  OF  Manufactured 
Goods,  Raw  Materials, 
Work  in  Progress,  &c., 
As  certified  by  the  Com- 
pany's Officials 

,,  Sundry  Debtors,  less 
Reserves  for  Bad  and 
Doubtful  Debts 

,,  Claims  Admitted  by 
.\nglo-German  Mixed 
Tribunal  . . 

,,  Bills  Receivable 

,,  Cash  at  Bank  and  in 
Hand 

.,  Trade  Marks  &  Patents 


£ 

6>. 

s 

d 

255,000 

0 

0 

468.980 

6 

4 

35.956 

5 

9 

134,009  15  5 

59.569  17  3 

193,579  12  8 

138,579  12  8 


55,000     0     0 


6,654 

42,032 

9.041 


4  1 
10  10 
13     4 


516,520 
354,012 


29,968 
42,149 

49,556 
3 


5  11 
9     5 


11     5 
18  10 

9  10 
0     0 


;^1, 864,875  15     9 


as  to  Interest  up  to  6%  per   annum   by  the  Aeolian,  Weber   Piano 


! 


'11 

i! 


ii8 

THE   ANGLO-DUTCH    PLAN 

{The  Company   owning  the  entire  issued  Capital  of  the  Maatschappij 

which  are,  for  the  information  of  the  Share 


Dr. 


BALANCE  SHEET. 


To  Capital  : 

Authorised  and  Registered- 
2,250,000  Shares  of  £1  each 

Issued     and     Subscribed — 

1,930, 170  Shares  of  ;^1  each 
,,  Capital  Reserve  Acct.  : 
Bonus    declared    by  the 
Pamanoekan   en   Tji- 
assemlanden       Maat- 
schappij   in    1919,  in 
respect  of  Expropria- 
tion 
Less:  Underwriting  Com- 
mission,  &c.,   written 
offinl919;^64,838  9  0 

643,390  Bonus 

Shares  allotted 

as   fully  paid, 

in    accordance 

with     Re?ohi- 

tionofthel9th 

November, 

1920  .  .  . .  643,390  0  0 


2.250,000     0     0 


1.930.170     0     0 


1,376.012 


708,228     9     0 
667.783  15     1 


Exchange  Differences — 

Differences  in  Exchange 

on      remittances      of 

;^1. 514.223  7s.   6d.  in 

1919  and 

1920  . .  138,211     3     5 
Less :  Dif- 
ference   in 
Exchange 

on  remit- 
tances to 
Java  in 
1920        ..     13,762   19     0 


124,448     4     5 


792,231   19     6 


Sundry    Creditors    and 

Credit  Balances 
Unclaimed   Dividends  . . 


85.681   14 
5.483     1 


1 


Carried  forward     2,813,566  15     1 
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TATIONS    OF    JAVA,    LTD. 

ter  Exploitatie  der  Pamanoekan  en  Tjiassemlanden,  the  Accounts  of 
holders,  presented  on  Phe  following  pages.) 


3 1ST  December  1920. 


By  Cost  of  2.700  "B  "  Shares 
and  2.500  "  C  "  Shares 

OF    F.IOOO  EACH   in   the 

Maatsschappij  ter  Ex- 
ploitatie DER  Pam- 
anoekan EN  Tjiassem- 
landen, AND  Amount 
Advanced  for  the  Re- 
demption ofF.2,079,000 
4%  Deb.  Bonds  of  that 
Company — per  last  Ac- 
count 

,,  Maatschappij  ter  ex- 
ploitatie DER  Pama- 
noekan EN  Tjiassem- 
landen for  Advances 
and  Interest  thereon    . . 

Add  :    Amount  declared 
as  Dividend  for  1920 

,,  Sundry     Debtors     and 
Debit  Balances 


£       s    d 


946,817     4     5 
21,607  15     0 


,.  Investments  in  Govern- 
ment    Securities     at 
Cost : — 
;^92,000  Exchequer  Bonds.  1922 
;^160.000         ..  „       1921 

2500.000  National  War  Bonds, 
;^390.000 

;^50.000 
;^131.600 

■J25,000  War  Loan  5%.  1929-47 

(Note. — The  value  of  these  In- 
vestments at  middle  market 
price  on  the  date  of  the  Bal- 
ance Sheet  was  ;{1.306,375.) 

By  Payment  on  Account  of 
the  purchase  of  Shares  in 
the  Sumatra  Land  Syn- 
dicate, Ltd. 


1922 
1923 
1925 
1927 


y 


Cr. 


i  s  d 


706,485  18  11 


968.424  19  5 
11.212  0  2 


1,303,991     2     8 


10.000    0     0 


Carried  forward     3,000.114     1     2 


H 


it 


I20 


To  Revenue  Account  : 

Balance  per  last  Account 
Less  :     Dividends    paid 
14th    May    and    19th 
November  1920 


Add  :  Balance  per  sub- 
joined Account 


The  Anglo -Dutch  Planta 

Brought  forward     2,813.566  15     I 
273,661     2     0 

225,186  10     0 


48.474  12  0 
147.186  10  8 


195.661  2  8 


;^3.009.227  17  9 


C.  H.  Strutt, 
W.  H.  Daukes, 

Directors. 
Francis  Peek  &  Co.,  Limited,  Secretaries. 

Report  of  the  Auditors  to  the  Shareholders  of 

We  have  examined  the  accounts  of  the  Company  and  have  obtained 
opinion  the  above  Balance  Sheet  is  properly  drawn  up  so  as  to  exhibit 
to  the  best  of  our  information  and  the  explanations  given  to  us,  and  as 
5  London  Wall  Buildings,  E.G. 

215/  October  1921. 


REVENUE  ACCOUNT  for  the 


To  Directors'  Remuneration 
Fixed 

Additional  in  accordance 
with  Article  86 

, ,  Managing  Director's  Salary 
„  General  Expenses,  includ- 
ing Rent,  Secretarial  and 
Clerical,     less     Transfer 

Fees 
,,  Stamp  Duty  and  Expenses 

in   connection   with   in- 
crease   of    Capital    and 
Distribution    of    Bonus 
Shares  . . 
.,  Reserve    for    Corporation 

Profits  Tax 
,  Balance— Profit  for    1920 


£  s  d 
2,250  0  0 
7,359     6     7 


9,609     6     7 
1.000     0     0 


6.719     2   10 


8.529  17  4 

6,000  0  0 

147.186  10  8 

;^178,044  17  6 
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tions  of  Java,  Ltd.-   (Contd.) 

Brought  forward     3.000.114     1     2 


By  Cash  at  Bankers,  London 
and  Amsterdam,  and  in 
hand 


9113   16     7 


^3,009.227  17     9 


the  Anglo-Dutch  Plantations  of  Java,  Limited. 

all  the  information  and  explanations  we  have  required.  In  our 
a  true  and  correct  view  of  the  state  of  the  Company's  affairs,  according 
shown  by  the  books  of  the  Company. 

Deloitte,  Plender,  Griffiths  &  Co., 

Chartered  Accountants, 
A  uditors. 

Year  ended  31ST  December  1920. 


By  Amount  declared  as  dividend  for  the  year  1920 
on  the  Share  Capital  of  the  Maatschappij  ter 
Exploitatie  der  Pamanoekan  en  Tjiassemlan- 
den,  and  Interest  on  Advances  to  that 
Company         

,,  Dividends  and  Interest  received  and  accrued 
on  Investments.  &c.  .  . 

.,  Bank  Interest,  &c 


s    d 


93.134  15  11 

84.226     4     5 
683  17     1 


;£178,044  17     6 
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The   Anglo-Dutch    Planta 

RECOMMENDED   APPRO 


Interim  Dividend  5%,  paid  18th  April  1921 
Payment  of  a  Final  Dividend  of  5% 
Balance  carried  forward 


72.381  7  6 
72,381  7  6 
50,898     7     8 


;^195,661     2     8 


MAATSCHAPPIJ    TER    EXPLOITATIE    DER 

{The  entire  issued  Capital  of  this  Company  is  owned 

BALANCE   SHEET 

[Exchani^e   has   been 


To  Capital —  F. 

Authorised  . .    7.500,000.00 


Liabilities. 
F 


Issued 
Anglo-Dutch     Plantations 
OF  Java.  Ltd. — 
Current  Ac. .  11,361,806.62 
Debenture  Re- 
demption  Ac- 
count . .    2,079,000.00 


5,200,000.00 


s     d 


433,333     6     8 


13,440,806.62 


1,120,067     4     5 


Reserve  Accounts — 
Reserve  for  De- 
preciation     on 
Buildings     and 
Machinery      .  .  1,072,571.22 

Reserve  for  Cin- 
chona Uproot- 
ings      ..  ..     172,300.00 

Reserve  for 
Teak  Exploita- 
tion     . .  .  .     491.619.84 


Sundry  Creditors  . 


1,736,491.06 
1,483,596,04 


Carried  forward     2 1 , 860, 893. 72 


144,707   11     9 
123,633     0     1 

1,821,741     2  11 


tions   of  Java,    Ltd. —(Contd.) 


PRIATION   OF   REVENUE. 
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Balance  from  last  Account  (after  deduction  of 
dividends  paid  14th  May  and  19th  November 
mzuj    ..         ..         ..         ..         ..         ,, 

Balance  of  Revenue  Account  for  the  year  1920  . . 


48,474  12     0 
147,186  10     8 

/195,661     2     8 


PAMANOEKAN    EN    TJIASSEMLANDEN. 

by  the  Anglo-Dutch  Plantations  of  Java,  Ltd.) 

31ST  December  1920. 

taken  at  F.I2  to  the  £.) 


By  Freehold  Properties,  com- 
prising areas  under  cultiva- 
tion of  Tea,  Cinchona,  Cof- 
fee   and     Rubber ;     Teak 
Forests  and  Undeveloped 
Lands  ;    Factories,    Build- 
ings,    Machinery     Plant ; 
Roads,     Bridges,     Forest 
Railways,     and     Electric 
Power  Station 
(Note. — In  view  of  the  opinion 
of  the  Board  that  the  value  of  the 
above-mentioned  Assets  remain- 
ing after  the  expropriation  by  the 
Netherlands  Indies  Government 
during  1919,  of  certain  Owner- 
ship Rights  and  Properties  ex- 
ceeded the  book  figure  of  cost, 
nothing  was  written  off  in  respect 
of  such  expropriation.) 

Add  :  Expenditure  in  1920 


Assets. 


F. 


3,808,003.64 
19,576,027.87 


s     d 


15,768,024.23         1,314,002     0     5 


317,333  12     8 
1,631.335  13     1 


Carried  forward       19,576,027.87         1,631.335  13     1 
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Maatschappij  ter  Exploitatie  der 


Brought  forward 
To  Bank  Overdraft    . . 
„   Profit  &   Loss   Account — 
Profit  for  the  Year  1920  per 
subjoined  Accounts  [sub- 
ject to  War  Taxes  (Java) 
if  any] 


21.860,893.72 
373,913.91 


1,821,741     2  11 
31.159     9  10 


259,293.02 


21,607   15     0 


F.22,494, 100.65       ^^1,874,508     7     9 


To  THE  Shareholders  of  the  Maatschappij  ter 

We  have  examined  the  above  Balance  Sheet  with  the  books  and 

Monthly  Cash  Accounts  signed  by  the  Managers  of  the  Departments, 

Balance  Sheet  is  properly  drawn  up  so  as  to  exhibit  a  true  and  correct 

information  and  the  explanations  given  to  us,  and  as  shown  by  the  books 


Soebang, 

Java,  9th  Augtist  1921. 

Dr.                          PROFIT 

AND   LOSS 

ACCOUNT 

F( 

s 

3R 

F. 

£ 

d 

To    Superannuation    Allow- 

ances 

26,624.65 

2,218 

14 

5 

„  Depreciation  of  Buildings 

AND  Machinery 

152,909.44 

12,742 

9 

1 

,,  Catch-crops,  &c.,  uprooted 

77.424.39 

6.452 

0 

8 

,,  Interest  on  Advances  by 

the    Anglo-Dutch    Planta- 

tions of  Java,  Ltd. 

858,324.56 

71.627 

0 

11 

,,  Profit  for  the  year  ended 

31st  December  1920 

269.293.02 

21.607 

15 

0 

F.    1.374.576.06         ^114,548     0      1 


Pamanoekan  en  Tjiassemlanden.     (ComJ.) 

Brought  forward     19,576,027.87         1,631,335  13     1 
By  Stocks — 

Tea,  Coffee  and  Rubber  (at 
Sale  or  Market  price)    . . 
Cinchona  (at  Sale  or  Con- 
tract price) 
Rice,  Paddy  and  Dedek  (at 
Sale  or  Contract  price) 
Teak  Sleepers,  Sawn  Tim- 
ber,   &c.     (at    Sale    or 
Market  Price)    . . 
Stores,   Materials,   Chests, 
&c.  (at  Cost  Price) 
,,  Sundry  Debtors    . . 
,,  Cash   at  Bankers  and   in 
Hand 


972,512.19 
351,442.58 
593,678.28 

190,209.00 

308.304.08 
319,403.28 

182,523.37 


81,042  13  8 

29,?86  17  8 

49,473  3  9 

15,850  16  0 

25,692  0  2 

26,616  18  9 

15,210  5  8 


F.22. 494, 100.65        ;^1. 874.508     7     9 


Exploitatie  der  Pamanoekan  en  Tjiassemlanden. 
other  documents  relating  thereto,  in  which  have  been  incorporated  the 
the  books  of  which  have  been  audited  by  us.     In  our  opinion  the  above 
view  of  the  stato  of  the  Company's  affairs,  according  to  the  best  of  our 
of  the  Company. 

p.p.  Francis  Peek  &  Company,  Limited. 

William  Birnie,       \ 

C.  H.  Birtwhistle,  J 


Chartered  Accountants. 


THE  Year  ended  31ST  December  1920. 


Cr, 


By  Profits  from  Departments  : — 

F.  ^       s     d 

Tea  . . 
Quinine 
Rubber 

Profit    1,192.663.58  99,388  12  7 
Less  : 
Coffee  Loss  27.262.95     2,271  18  3 


F. 
419.134.80 
437,041.65 


£  s  d 
34.927  18  0 
36,420     2     9 


Rice  and  Rice  Mill 
Wood . . 


Less  Administration  and  General 
Expenses  attributable  to  Reve- 
nue Account  in  respect  of  Salaries 
of  Representative  and  Staff,  Ver- 
ponding  and  Income  Tax,  Medi- 
cal Service  and  Interest,  includ- 
ing Agency,  Accountancy  and 
Audit,  and  Batavia  Office  Char- 

c£  Vf*^    ■■  ••  •■  ••  •■ 


1,165,400.63 

90,120.64 

299,472.10 


97,116  14     4 

7,510     1     1 

24.956     0     2 


2.411,169.82     200,930  16     4 


1,036,593.76       86,382  16     3 
F.1,374.576.06  ^114,548     0      1 


J 


f 
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Dr. 


BRITISH-AMERICAN   TOBAC 

PROFIT  AND   LOSS  ACCOUNT  for 


To  Dividends  Paid  : 
Preference 

Ordinary — four    interim 
Dividends 

„  Balance      Carried      to 
Balance  Sheet 


225.000     0     0 
2,566.555  11     2 


s    d 


2.791.555  11     2 

1.609.228     3     4 

;^4,400.783  14     6 


Dr. 


BALANCE  SHEET. 


To  Capital  Authorised  : 
4,600.000   Five   per   cent. 

Cumulative     Preference 

Shares  of  ;^1  each  ..       4,500.000     0     0 

18,000,000  Ordinary  Shares 

of  i\  each  .  .     18,000,000     0     0 


s     d 


„  Capital  Issued  : 

4,500.000  Five  per  cent. 
Cumulative  Preference 
Shares  of  ;^1  each 

16.046,070  Ordinary 
Shares  of  ;^1  each 

,.  Creditors    and    Credit 

Balances 
,,  Reserves  for  Buildings, 
Ma  ch inery       and 
Materials 
,,  Premium    on    Ordinary 

Shares  Issued  . . 
,,  Provision   for   Redemp- 
tion OF  Coupons 
.,  Special  Reserve 
,,  Profit  and  Loss  Account 
Balance  brought  forward 
from  previous  year   . . 
Less,  Final  Dividend  of 
Eight  per  cent,  for  the 
year  ended  30th  Sep- 
tember 1921  . . 


;^22, 500.000     0     0 

4,500.000     0     0 
16,046,070     0     0 


20,546.070  0  0 

5,161,821  13  8 

600.000  0  0 

417,314  0  0 

48.445  16  9 

1.266,398  12  2 


3.171.454     2     9 


1.281.266     6     5 


Carried  forward       1,890,187  16     4        27,930.090     2     7 


I 
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CO  COMPANY,   LIMITED. 

THE  Year  ended  30TH  September  1922. 


Cr. 


By  Direct  Profits  and  Dividends  for  the  year 
after  deducting  all  charges  and  expenses 
for  management,  &c.,  and  providing  for 
Income  Tax  and  Corporation  Profits  Tax  . . 


£       s     d 


4,400.783  14     6 


;£4.400.783  14     6 


30TH  September  1922. 


Cr. 


By  Real  Estate  and  Buildings  at  Cost,  less 
provision  for  amortisation  of  Leaseholds   . . 

,,  Plant,    Machinery,    Furniture   and   Fit- 
tings AT  Cost  or  Under 

,.  Goodwill,  Trade  Marks  and  Patents 

,,  Loans   to   and   Current    Accounts   with 
Associated  Companies 

,,  Investments  in  Associated  Companies 

.,  British  Government  Securities 

,,  Stocks  of  Leaf,   Manufactured  Goods  and 
Materials  at  Cost  or  under     . . 

.,  Sundry  Debtors  (less  provision  for  Doubtful 
Debts)  AND  Debit  Balances 

,,  Cash  at  Bankers,  in  Transit  and  at  Call 


/  s     d 

490,558  6     9 

529.246  16     2 

200,000  0     0 

t 

4,696,581  13     8 

15,266,302  2  11 

464,853  15     0 

4,849,512  19     9 

1,659.489  4  10 

4,496.610  17     2 


Carried  forward       32.651,165  16     3 


if 


ml 


I 
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British-American  Tobacco 


Brought  forward 
Less  Amount  appro- 
priated and  applied  in 
making  payment  in 
full  for  310  Ordinary 
Shares  at  ;^1  per  Share, 
in  accordance  with 
Extraordinary  Reso- 
lution of  10th  May, 
1920.  and  distributed 
to  the  Ordinary  Share- 
holders at  the  rate  of 
1  Share  for  every  4 
Shares  held    . .  . . 


Add  Portion  of  the 
General  Reserve  of 
;^1, 500,000  set  up  in 
1914  to  provide 
against  possible  losses 
arising  from  the  War 
not  now  required 

Balance — Year  to  30th 
September  1922  as 
above 


1,890,187   16     4      27,930.050     2     7 


310     0     {} 


1,889.877  Ifi     4 


1.221,999  14     0 


1.609,228     3     4 


4,721,105  13     8 
;^32,651.155  16     3 


There  axe  Contingent  Liabilities  as  follows  : 

(1)  On  Shares  not  fully  paid.  ;^25.465  19s.  3d. 

(2)  For  premiums  payable  on  Redemption  of  Shares  in  Associated 
Companies  allocated  to  Employees. 

(3)  In  respect  of  Guarantees  given  on  behalf  of  certain  Associated 
Companies. 

(4)  To  issue  837  Ordinary  Shares  of  £1  each  in  accordance  with  the 
Extraordinary  Resolution  of  10th  May  1920  to  Shareholders  who  have 
not  lodged  acceptances. 


To  THE  Shareholders  of  the  British- 

I  have  examined  the  above  Balance  Sheet  with  the   books  of  the 
Branches  and  Depots  certified  by  the  respective  Managers,  and  I  have- 
In  my  opinion  the  Balance  Sheet  is  properly  drawn  up  so  as  to  exhibit 
to  the  best  of  the  information  and  the  explanations  given  me,  and  a.s 
various  Branches  and  Depots. 


5  London  Wall  Buildings, 

Finsbury  Circus.  E.C.2. 

"  20th  December  1922. 
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Company,  Limited.     (Co w/^.) 

Brought  forward      32,661,155  16     3 


p2.651.155  16     3 


Approved  on  behalf  of  the  Board, 
A.  G.  Jeffress, 
S.  J.  Gillchrest, 

Directors. 

A.  M.  RiCKARDS.  Secretary. 


American  Tobacco  Co..  Ltd. 

Company  in  London,  in  which  are  incorporated  the  Returns  from  the 
obtained  all  the  information  and  explanations  I  have  required, 
a  true  and  correct  view  of  the  state  of  the  Company's  affairs  according 
shown  by  the  books  of  the  Company,  and  the  Returns  received  from  the 


■ 


Wm.  Plender, 
Auditor 

(Delgitte,  Plender,  Griffiths  &  Co.), 
Chartered  Accountants. 


f 
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BRITISH  DYESTUFFS 

BALANCE  SHEET, 


Capital    and    Liabilities. 


Share  Capital  : 

Authorised. 
i:iO,000,000.    divided    into 
4,500,000    Pref.     Shares, 
4,500.000    Preferred  Ord. 
Shares,  and  1,000,000  Def. 
Ord.  Shares,  all  of  ;^1  each 
Issued. 
Preference  Shares — 

4,116,404     Shares     fully 

paid 

Preferred  Ord.  Shares — 
4,085.081     Shares,     fully 

paid 

Deferred  Ord.  Shares — 
993,505  Shares,  fully  paid 

Sundry  Creditors  (including 

Bills  Payable) 
Reserve  for  Research     . . 


s  d 


s  d 


4,116,404  0  0 


4,085,081 
993.505 


0 
0 


0 

0 


9,194,990  0  0 

481,753  16  7 
100,000  0  0 


;^9.776,743  16  7 


Auditors'  Report  to 
We  beg  to  report  to  the  Shareholders  of  British  Dyestufis  Corpora 

Company,  and  that  we  have  obtained  all  the  information  and  explana 
In  our  opinion  the  foregoing  Balance  Sheet  is  properly  drawn  up  so  as 

according  to  the  best  of  our  information  and  the  explanations  given  to 
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CORPORATION,  LIMITED. 

31ST  October  1921. 


Assets. 


Shares  Acquired  in  Asso- 
ciated Companies  (after 
making  provision  for  losses 
included  in  the  ;^  1,006, 660 
2s.  lOd.  undermentioned) . . 

Advances  to  Associated 
Companies  . . 

Cash  at  Bank,  on  Hand  and 

Treasury  Bills   . . 
Freehold       Offices       and 

Equipment 
Sundry  Debtors 
Bills  Receivable    . . 
Preliminary  Expenses 
Profit  and  Loss  Account  : 
Loss  for  year 
Deduct   Balance    at    31st 
October  1920 


1,451,044     7     2 
6,539,817     0     3 


1.006.660     2  10 
203.304  12     7 


s    d 


*7.990.861  7     5 

188.829  9     4 

63.183  15     1 

471.040  6     7 

7.921  11  11 

251,551  16     0 


803.355  10     3 


William  Alexander, 
Henry  Birchenough, 

Directors. 


Manchester, 
9/A  June  1922. 


;^9,776,743  16     7 


*  A  summary  of  the  Assets  and  Liabilities  of  Associated  Companies 
is  enclosed. 


THE  Shareholders. 

tion,  Limited,  that  we  have  audited  the  Books  and  Accounts  of  the 

tions  required  by  us. 

to  exhibit  a  true  and  correct  view  of  the  state  of  the  Company's  affairs, 

us,  and  as  shown  by  the  books  of  the  Company. 

Thomson  McLintock  &  Co. 

Bond  Court  House.  Walbrook,  London. 
13//t  June  1922. 


t. 


I 


I 
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British  Dyestuffs  Corporation, Limited. — (Contd.) 

ACCOUNTS  FOR  Year  ended  31ST  October  192 i. 


The  toUowing  is  a  Summary  ot  the  combined  Assets  and  Liabilities 
ot  Associated  Companies  : — 


ASSETS. 

Land.  Buildings,  Plant  and  Machinery,  as  per  last 
account 

Ad'iitions  during  year 


4.318.702   19     5 
230,712     0     6 


4.549.414   19  10 
Less  Provision  for  Depreciation  during  year  461,209  16     0 


4,088,205     3  10 


Stocks  (at  cost  or  market  price  whichever  is  lower)        2,507,135  19     2 


Sundry  Debtors  and  Investments  (including  claims 
for  refund  of  Excess  Profits  Duty) 

Casta  on  hand 


LIABILITIES. 

Sundry  Creditors  (excluding  Advances  made  by 
British  Dyestuffs  Corporation,  Limited) 


Value  of  Goodwill,  Patents  and  other  Rights  satis- 
fied in  terms  of  Agreement  by  an  issue  of  De- 
ferred Ordinary  Shares 


Less  Merger  value  of  Shares  in  subsidiary  Com- 
panies held  by  shareholders  who  have  not 
exchanged  their  holdings 


930.737  17  2 

1.492  5  1 

7.527.571  5    3 

525.564  2  4 

7.002,007  2  11 

1.000,000  0  0 

8.002.007  2  11 

11.145  15  6 


;^7.990.861     7     5 


9th  June   1922. 


i'l 
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Dr. 


To  Share  Capital  : 

Authorised  and  Issued  : 
12,000,000  Shares  of  £1 
each,  fully  paid 
„  Creditors    and    Special 
Reserves    in    Respect 
OF  Taxation   (including 
Debenture  Stocks  l^,\2b) 
,,  General     Reserve    Ac- 
count . . 
,,  Profit  AND  Loss  Account 
Balance  for  the  year  1922 : 
After  crediting,  as  usual. 
Interest  and  Dividends 
on    the    Viscose    Com- 
pany   Shares,    and    all 
other  Investnnents,  and 
after   writing    oft 
;^300,000  and  providing 
a  further  £250,000,  to 
meet   the    present  and 
anyf urther  fall  in  values 
of  Buildings  and  Plant 
Add     Balance     from     last 
year        >ri,  168,460  19     9 
Less   Final 
Dividend 
for       1921, 
paid      13th 
March  1922, 
free  of  tax     750,000     0     0 


Deduct — 

Interim  Dividend  for  1922, 

paid    3rd    August  1922, 

free  of  tax  750,000  0     0 

General  Reserve 

Account  1,000,000  0     0 


£        s     d 


COURTAULDS, 

BALANCE  SHEET, 

s~d 


I 

12,000.000  0  0 

3,599,192  2  1 

2,000,000  0  0 


3,018,431   18     3 


418,466  19     9 
3,436,898  18     0 


1,750,000     0     0 


1,686,898  18     0 
;^19.286,091     0     1 


Report  of  the  Auditors  to  the  Share 

We  have  audited  the  Balance  Sheet  of  your  Company,  dated  31st 
mat  ion  and  explanations  we  have  required. 

In  our  opinion  such  Balance  Sheet  is  properly  drawn  up  so  as  to 
according  to  the  best  of  our  information  and  the  explanations  given 


21  si  February  1923. 


LIMITED. 

31ST  December  1922. 


By  Freehold     and     Lease- 
hold Property,  Plant, 
Machinery     and   Fix- 
tures    . . 
,,  Stock-in-Trade  and 

Sundry  Stores 
,,  Investments  : 

British  Government 
Securities  and  other 
Investments  .  . 
Shares  in  tlie  Ameri- 
can Viscose  Corpora- 
tion 

All    the    above    Invest- 
ments,   except    addi- 
tions made  during  the 
year,  are  taken  at  the 
valuation  included  in 
last    year's     Balance 
Sheet,   or   at    market 
prices  if  less  than  such 
valuation  ;    the   addi- 
tions are  taken  at  cost, 
or  at  market  prices  if 
less  than  cost. 
The  value  taken  for  the 
Shares  in  the  Ameri- 
can  Viscose  Corpora- 
tion   received    in  ex- 
chaniie  for  Shares  in 
the  Viscose  Company 
is  the  same  as  that  put 
upon    the     latter    in 
November  1920. 
,,  Debtors   fless   Reserve), 
including     Bills    Re- 
ceivable    and       Pay- 
ments IN  Advance 
,,  Cash  at  Bankers  and  in 
Hand 

Samuel  Courtauld, 
T.  P.  Latham, 

Directors. 


i 


s     d 


Cr. 

^~~d 


1.655,873  11     7 
1.158,745  12     3 


6,909,802  11     7 


7,804,021     6     9 


14,713,823  18     4 


555,484     9     8 
1,202,163     8     3 

^19,286,091     0     1 


holders  of  Messrs.  Courtaulds,  Limited. 

December  1922,  as  above  set  forth,  and  have  obtained  all  the  infor- 

exhibit  a  true  and  correct  view  of  the  state  of  the  Company's  aftairs, 
to  us  and  as  shown  by  the  books  of  the  Company. 

W.  Elles-Hill  &  Co.,  ") 

Price,  Waterhouse  &  Co.,  S- Joint  Auditors. 

Chartered  Account  an  t'^.    J 

I 


i! 


I      ' 
It 
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THE   IMPERIAL    TOBACCO   COMPANY  (OF 

Dr.  BALANCE  SHEET, 


To  Capital  Authorised  : 

6,000.000  "A"  6i  per 
cent.  Cumulative  Pref- 
erence Shares  . . 

6.000.000  "  B "  6  per 
cent.  Non-Cumulative 
Preference  Shares 

3,000,000  "  C "  10  per 
cent.  Non-Cumulative 
Preference  Shares 

30.000.000  Ordinary 

Shares  . . 


6.000.000  0  0 

6,000,000  0  0 

3,000,000  0  0 

30,000.000  0  0 

;^45,000,000  0  0 


,,  Capital  Issued  : 

4,959,249  "  A  "  5^  per 
cent.  Cumulative  Pref- 
erence Shares  . . 

6,260,469  "  B"  6 per  cent. 
Non-Cumulative  Pref- 
erence Shares  .  . 

2,638,218  "  C "  10  per 
cent.  Non-Cumulative 
Preference  Shares 

22,472,658  Ordinary 

Shares . . 


,,  Creditors,  including  pro- 
vision for  Taxation, Bonus 
to  Customers,  estimated 
Capital  Liability  under 
Dividend  Guarantees, 
Employers'  Liability, 

Marine  and  other  Funds 

,,  Provision  for  Pensions, 

,,  Premium     on     Issue    of 

Ordinary  Shares 
,,  General  Reserve  Acct  : 

per       last 

Balance 

Sheet      ..  6,178,877   0   0 
Add: 

T  r  a  n  s  f  er 

from  Profit 

and     Loss 

Account . .     225,677   0  0 


5,595.446  0  0 


6,404,554  0  0 


s  d 


4,959,249  0  0 

5.260.469  0  0 

2,638,218  0  0 

22.472.658  0  0 

35,330,594  0  0 


11,142,585  15  7 
1,610,362  4  10 


12,000,000     0     0 


Carried  forward     60,083,542     0     5 


GREAT  BRITAIN  AND  IRELAND),  LIMITED. 

3 1  ST  October  1922.  Cr. 

_____       __ 

By  Land,  Buildings,  Plant  and  Machinery — 

at  cost,  less  amounts  written  off        ..  ..  4,166,748  11     4 

,,   Goodwill  and  Patent  Rights         . .         . .  9,422,581  16     0 

,,  Investments  in  Associated  Companies — 
at  cost,  or  below  in  those  cases  where 
depreciation  has  taken  place,  and  Current 
Accounts  with  Associated  Companies 


6,017,612     6  11 


Note. — In  the  aggregate  the  market  value 
of  these  investments  is  largely  in 
excess  of  the  book  value. 

,,  Stock-in-Trade — at  or  under  cost,  less 
amounts  set  aside  to  meet  fluctuations  in  the 
value  of  leaf  tobacco  . . 

,,  Payments  on  Account  of  Leaf  in  Transit, 
&c. 

,,  Debtors,  less  Reserve  for  Discounts  and 
doubtful  Debts 

„  Bills  Receivable 

,,  Investments  in  Government  Stocks,  County 
Council  and  Corporation  Stocks,  Railway 
Debenture  and  Preference  Stocks — valued 
at  ruling  prices  at  date 

,,  Cash  at  Bankers  and  in  Hand 


31,998,859  0  8 

1,246,673  0  9 

5,860,413  2  0 

319  7  8 


1,019,416  11     7 
4,716,365     6     0 


! 


Carried  forward     64,448,989     2  11 


•38 


To  Profit  and  Loss  Account: 

Balance     for     the     year 

Balance  at  31st  October 

1921,    after   deducting 

Customers'    Bonus    to 


The  Imperial  Tobacco  Company  (of 

Brought  forward      60,083,542     0     6 
6,273,399  18 


;{ 


that  date 

■    •                     •    " 

203.600 

17 

8 

6,477.000 

15 

11 

deduct :  Interim  Dividends 

paid  : 
on  "A"  5i 

per     cent. 
Cumulative 

Preference 

Shares     . . 

136,379    7    0 

on  "  B  "    6 

per     cent. 
Non-  Cum- 

u 1  a t  i  ve 

Preference 

Shares     . . 

157,814    1    5 

on  "C"  10 

per     cent. 
Non-  Cum- 

u  1  a  t  i  V  e 

Preference 

Shares     . . 

131,910  18  0 

on     Ordin- 

aiy  Shares  1,685.449   7    0 

2,111,553 

13 

f, 

4,365,447     2     6 
/64,448.989     2  11 


Memo. — (a)  There  are  Contingent  Liabilities  of  the  nature  of  Guarantees 
of  Dividends  on  Shares  in  two  Associated    Companies. 
{b)  There  is  an  uncalled   Liability  on  Investments  held  of 
^142,791  15s.  Od. 


Auditor's    Report     to     the     Shareholders    of    the     Imperial 

I  have  examined  the  above  Balance  Sheet  dated  31st  October  1922, 
porated  the  Audited  Accounts  of  the  Branches,  and  have  obtained 
such  Balance  Sheet  is  properly  drawn  up  so  as  to  exhibit  a  true  and 
of  my  information  and  the  explanations  given  me.  and  as  shown  by 


5  London  Wall  Buildings,  E.C.2. 
2^rd  January  1923. 
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Great  Britain  and  Ireland)  lstd.~-{Contd.) 

Brought  forward     64.448,989     2  II 


;^64,448,989     2  11 


Reginald  Monckton, 

(Chartered  Accountant), 
Chief  A  ccountant. 


Geo.  a.  Wills,  Chairman. 

H.  W.  Gunn,  Deputy-Chairman. 

George  A.  Falk,  Secretary. 


Tobacco  Company  (of  Great  Britain  and  Ireland),   Limited. 

with  the  books  at  the  Head  Office  in  Bristol,  in  which  have  been  incor- 
all  the  information  and  explanations  I  have  required.  In  my  opinion 
correct  view  of  the  state  of  the  Company's  affairs  according  to  the  best 
the  books  of  the  Company. 

Wm.  Plender, 

A  uditor 

(Deloitte,  Plender.  Griffiths  &  Co.), 

Chartered  Accountant. 
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Dr. 


The  Imperial  Tobacco   Company  (of 

PROFIT  AND   LOSS  ACCOUNT 


To  Provision  for  Pensions     .  . 
,,  Amount  written  off  Freehold  Buildings,  in  addi- 
tion to  normal  Depreciation  . . 
,,  Iransfer  to  General  Reserve  Account 
.,  Balance  carried  to  Balance  Sheet 


I 
200.000 

600,000 
225,677 


s 
0 

0 
0 


6,273.399  18 


d 
0 

0 
0 
3 


;^7.199.076  18  3 


Dr. 


APPROPRIATION 


To  Dividends  on  "  A  "  5^  per  cent. 

Cumulative  Preference  Shares — 

Interim  Dividend  to  30th  April 

1922,  paid  1st  July  1922    . . 

Final  Dividend  to  31st  October 

1922,  payable  1st  Jan.  1923 

„  Dividends  on  "  B  "  6  per  cent. 
Non-Cumulative  Preference  Shares 
Interim  Dividend  to  30th  April 

1922.  paid  1st  August  1922 
Final  Dividend  to  31st  October 
1922,  payable  1st  Feb  1923 

„  Dividends  on  "  C  "  10  per  cent. 
Non-Cumulative  Pref .  Shares — 
Interim  Dividend  to  30th  April 

1922.  paid  1st  August  1922 
Final  Dividend  to  31st  October 
1922,  payable  1st  Feb.  1923 

,,  Dividends  on  Ordinary  Shares — 
Interim  Dividend  of  1\  per  cent. 

paid  1st  September  1922  (free 

of  income-tcLx) 
Proposed  Final  Dividend  of  7i 

per  cent,  (free  of  income-tax) 
Proposed  Bonus  of  Is.  6d.  per 

share  (free  of  income-tax)  .  . 

.,  Balance  carried  forward 


i 


s  d 


s  d 


136,379  7  0 

136,379  7  0 

157,814  1  5 

157,814  1  5 

131,910  18  0 

131,910  18  0 

1,685,449  7  0 

1,685,449  7  0 

1,685,449  7  0 


272,758  14  0 


315,628  2  10 


263,821  16  0 


-5.056.348  1  0 
568.444  2  1 

;^6.477,000  15  11 
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Great  Britain   and  Ireland)  Ltd. — [Contd.) 
FOR  THE  Year  ended  31ST  October  1922. 


Cr. 


s    d 


By  Net  Trading  Profit  and  Interest  and  Dividends 
on  Investments  (including  Dividends  from 
Companies  operating  outside  the  United 
Kingdom),  and  Loans,  after  providing  for 
Directors'  Fees  and  Management  Remunera- 
tion, Depreciation  of  Freehold  Buildings, 
Plant  and  Machinery,  Sundry  Reserves  (in- 
cluding provision  for  Taxation),  Working 
ing  Expenses,  Head  Office  and  Registration 
Charges,  and  Bonus  to  Customers 
„  Transfer  and  other  Fees 


7,194,556  13     3 
4,520     5     0 

;^7, 199,076  18     3 


ACCOUNT. 


Cr. 


By  Balance  from  Profit  and  Loss  Account  for  the 
year 
„  Balance  of  undivided  Profit  at  31st    October 
1921,  after  deducting  Customer's  Bonus  to 
that  date 


i  s     d 

6,273,399  18     3 

203.600  17     8 


;^J.477,000  15  11 


■i 


|i 
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Dr. 


THE  LONDON 


£        s  d 

To  Share  Capital  : 
Authorised 
1,700,000  5  per  cent.  Cumu- 
lative  Preference   Shares 
of  £1  each  .  .  . .      1,700.000     0     0 

1,900,000   Ordinary-   Shares 

of  3^1  each  ..  ..     1,900,000     0     0 


AND  SUBURBAN 

BALANCE  SHEET, 

Year  1921 

£        s   rf         £ 


£3.600,000     0     0 


Issued 

5  per  cent.  Cumulative  Pre- 
ference Shares  (including 
fractional  coupons  out- 
standing) 

Ordinary  Shares  (including 
fractional  coupons  out- 
standing) 

To  Loan  Capital  : 

Authorised 
An  amount  equal  to  one-half 
of  the  Share  Capital  issued 
and  outstanding. 
Issued 
4^  per  cent.  First  Mortgage 
Debenture  Stock  (includ- 
ing    fractional     coupons 
outstanding) — Part  of  an 
issue  limited  by  the  Trust 
Deed  to  ;^550,000 
Less  Amount  issued  to  the 
Trustees  of  the  5  per  cent. 
"  A  "  Debenture  Stock  as 
security  .  . 

5  per  cent.  "  A  "  Debenture 

Stock 
Less  Amount  Purchased  and 

Cancelled 

,,  Associated  Companies — 
Deposits 

,,  Sundry  Creditors  and 
Credit  Balances 

,.  Interest  on  the  4^  per 
cent.  Deb.  Stock,  pay- 
able 1st  Jan.    1923,  les.<: 


l,t>03,466     8     0 
1.846.104  10     0 


532,634  16  0 

350.000     0  0 

350,000     0  0 

118,287     0  0 


3.449.560  18  0  3,449,661 


182,634  16  0   182,635 


231,713  0  0  254,913 
62,650  0  0  116,200 
16,177  19  2    17,758 


3,081  14  6 


2,876 


Carried  forward     3.946,818     7  8     4,023,943 


TRACTION  COMPANY,  LIMITED. 

31ST  December  1922. 


By  Shares  held  in  Other 
Companies,  at  cost,  viz.  : 

Met.  Electric  Tram- 
ways, Limited. 
466,667  6%  Cum.  Pref. 
Shares  of  £1  each, 
fully  paid 
463,961  Ord  Shares  of 
£1  each,  fully  paid  . . 

London     United    Tram- 
ways Limited. 
116,443  6%  Pref.  Shares 
of  £1  each,  fully  paid 
2.228.295     Ord.     Shares 
of  5s.  each,  fully  paid 

Tramways  (M.E.T.)  Omni- 
bus Co.,  Limited. 
200,000  Ord.   Shares  of 
£1  each,  Is.  paid 


South  Met.  Electric 
Trams  &  Lighting 
Co.,  Ltd. 
168,246  6%  Cum.  Pref. 
Shares  of  £1  each, 
fully  paid 
181,190  Ord.  Shares  of 
£1  each,  fully  paid    .  . 

Note. — Under  a  scheme  of 
arrangement  the  Capital  of  the 
London  United  Tramways. 
Ltd.,  was  reduced  in  1919  and 
70,693  Preference  Shares  and 
2,228,295  Ordinary  Shares  are 
now  held  in  the  place  of  the  68 
Third  Debs,  of  ;^1.000  each, 
121.820  5%  Cum.  Pref.  Shares 
of  ;^10  each  and  97,987  Ordi- 
nary Shares  of  ;^10  each  origin- 
ally held. 

All  the  holdings  of  the  Com- 
pany set  out  above  remain  in 
the  books  at  the  original  cost. 


/ 
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Cr. 

Year  1921 


s    d 


3,733,884  10     7     3,736,458 


1 


i 


Carried  forward     3,733,884  10     7       3,736,458 


'   i| 
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To  Interest  on  the  5  per 
CENT.  "  A  "  Debenture 
Stock  accrued  to  date, 
less  tax 
,,  6  PER  cent.  "  a  "  Deben- 
ture Stock  Service 
Fund — 

As  per  last  Account 
Add  further  provision 
in  1922  as  per  Reve- 
nue Account 
Interest  on  Deposit  .  . 


The  London  and  Suburban 

Brought  forward     3,945,818     7     8     4,023,943 


1,810     5     6 


1,859 


75,601   10     4 


17,936     7 
I  13 


0 

6 


,,  Revenue  Account  : 

Dividend   on   5  per  cent. 

Cumulative     Preference 

Shares — 

Balance  of  4  per  cent. 

in    respect    of    the 

year  1918  .  . 

64.138 

4 

10 

1  per  cent,  on  account 

of  the  year  1919    . . 

4 

16,034 

11 

2 

80,172 

16 

0 

Amount  carried  forward 

17,243 

7 

7 

93,539  10  10 


75,602 


97,416     3     7 


56,121 
11,523 


;^4. 138,584     7     7  £4,169,048 


Arrears  of  Preference  Dividend 
to  date,  ;^304,656  14s.  4d. 


Auditors' 

We  have  examined  the  above  Balance  Sheet,  dated  31st  December  1922, 
information  and  explanations  we  have  required.  We  are  of  opinion  that, 
made  by  the  subsidiary  Companies,  such  Balance  Sheet  is  properly  drawn 
afiairs,  according  to  the  best  of  our  information  and  the  explanations  given 

London,  E.C. 

23rd  FebriMry  1923. 
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Traction  Company,  Ltd. — (Contd.) 

Brought  forward     3,733,884  10     7     3,736.458 


By  Preliminary  Expendi- 
ture, as  per  last  account 
(less  Credit) 

Loss  on  realisation  of 
Shares  of  the  Gearless 
Motor    Omnibus    Co., 

X««  cU  •       •  •  •  •  •  « 


14,992  16     7 


4,581     6     3 


„  Discount  on  Issue  of  5% 

"  A  "  Deb.  Stock,  as  per 

last  Account 

24,895 

2 

5 

Less  discount   on   Deb. 

Stock  purchased  and 

cancelled 

3,596 

17 

0 

19.574     2  10 


15,013 


21,298     5     5 


24,895 


,,  Sundry  Debtors  and 
Debit  Balances  : 

Met.  Electric  Tramways, 
Ltd. — Loan,  secured 
by  lien  on  Shares  of 
the  North  Met.  Elec- 
tric Power  Supply  Co. 

Associated  Companies 
for  dividends  [less  tax) 

Other  Accounts 

„  i;52,150  2s.  7d.  U%  War 
Stock,  1925-28,  at  cost    . . 

„  Cash  on  Deposit  and 
Current  Account — 5% 
"  A "  Debenture  Stock 
Service  Fund 

„  Cash  on  Deposit  and 
Current  Account,  and 
IN  Hand 


70,000     0     0 

85,726     1     6 
36,755     0     3 


192,481     1     9        206,620 
50,000     0     0 


2,003  14     2 
119,342  12  10 


186,062 


;^4,138,584     7     7  £4,169,048 

Ashfield, 
E.  Garcke, 

Directors. 


Report. 

with  the  books  and  vouchers  of  the  Company  and  have  obtained  all  the 
subject  to  the  sufficiency  of  the  provisions  for  depreciation  and  renewals 
up  so  as  to  exhibit  a  true  and  correct  view  of  the  state  of  the  Company's 
to  us  and  as  shown  by  the  books  of  the  Company. 

Price,  Waterhouse  &  Co. 
Deloitte,  Plender,  Griffiths  &  Co. 
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Dr. 


The  London  and  Surburban 


REVENUE  ACCOUNT  for  the 


To  Administration    and 
General  Expenses 

,,  Corporation  Pkoi  its 
Tax 

, .   I  ncome  Tax  . . 

,.  .'>  PER  CENT.  "A"  De- 
benture Stock  Ser- 
vice Fund. . 

,,   INTEREST  on  Deben- 
ture Stocks         „.    19,749     8  11 

,,   Interest  on  Deposits     H,930  Hi     3 


.,  Balance,  proposed  to 
be  appropriated  as 
under — 

Dividend  on  6  per  cent. 
Cumulative  Pref- 
erence Shares — 
Balance  of  4  per  cent, 
in   respect  of  the 
year  1918  ..    (>4,138     4  10 

1  per  cent,  on  account 
of  the  year  1919.  .     16.0.34  11     2 


80.172   16     0 


Amount  carried  for- 
ward        . .  . .     17.243     7     7 


Year  1921 

£        s  d 

£ 

2,873  2  11 

3,013 

463  6  5 

1,047 

3,617  3  4 

17,936     7     0  16.776 


26.680     5     2  26.216 


51,470     4  10  47.052 


97,416     3     7 


56,121 


11,523 


;^148,886     8     5     £114.696 
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Traction  Company,  Ltd. — (Contd.) 
Year  ended  31ST  December  1922. 


Cr. 


By   Interest   and    Dividends    from 
Loans  and  Investments 

„  Sundry  Receipts    . . 


,,  Balance  brought  forward  from 
last  Account 


Year  1921 

£         s  d 

£ 

135,660  4  11 

110.693 

1,712  11  9 

1.905 

137,302   16     8        112.596 
11,623  11     9  2.096 


£148,886     8     6      £114,690 
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Dr. 


MEADOW  DAIRY 

BALANCE  SHEET 


s    d 


s     d 


To  Share  Capital  : 

Authorised — 
700,000    7A%  Cumulative 
Preference    Shares    of    £\ 

3,600,000  Ordinary  Shares 
of  Is.  each. . 


Issued — 
504.737    1\%    Cumulative 
Preference    Shares    of    £1 
each,  fully  paid     . . 
3,000,000  Ordinary  Shares 
of  Is.  each,  fully  paid 

,,  Sundry   Creditors   and 
Credit  Balances  : 
Trade  and  other  Accounts 
Bills  Payable 

,,  Unclaimed  Dividends 

,,  Reserve  Fund    . . 

,,  Plate  Glass,  &c..  Insur- 
ance Fund 

,,  Profit  &  Loss  Account 
Contingent  Liability  : — 
Guarantees  in  connection 
with  Brous;hs,  Limited  . . 


700.000     0     0 

180.000     0     0 

£880,000     0     0 


504,737     0     0 
150,000     0     0 


254,230  18  10 
94.472  16     9 


654,737     0     0 


348,703  15  7 

93     6  6 

70,000     0  0 

3,300  17  0 

41.670  17  4 


;^1. 118,505  17     2 


Report  of  the  Auditors  to  the 

We  have  audited  the  above  Balance  Sheet  dated  7th  January  1922 
required.  The  freehold  and  leasehold  properties  and  shop  fixtures 
Ellis  &  Co.,  whilst  the  loose  fittings  at  the  Branches,  warehouse  fixtures 
Such  valuations  have  been  included  in  the  above  Balance  Sheet  and 

In  our  opinion  such  Balance  Sheet  is  properly  drawn  up  so  as  to 
according  to  the  best  of  our  information  and  the  explanations  given  to 

Alderman's  House, 
Bishopsgate,  E.C.2. 

nth  March  1922. 


George  Beale, 
Alex  Purves, 

Directors. 
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COMPANY,  LIMITED 

7TH  January  1922. 


Cr. 


By  Goodwill 
,,  Freehold     and     Lease- 
hold Properties 
,,  Fixtures,      Fittings, 
Plant,    Machinery,    Of- 
fice Furniture,  &c.     . . 
,,  Subsidiary  Companies — 
Investments 
Balance  of  Current  Ac- 
counts, including  Pro- 
fits    and     Dividends 
accrued 

,,  Sundry     Debtors     and 

Debit  Balances 
,,  Stock-in-Trade  at  market 

price  or  under  (as  certified 

by  the  Managing  Directors) 
.,  Cash  at  Bankers  and  in 

hand 


£        s     d 


347,569     8     4 


194.939     4  10 


{,         s     d 
11,606  14     7 

55,567  13     2 


163,344     3     4 


542,508  13     2 
22,676     8  10 

226,382  14     2 
96.419     9  11 


3^1,118.505  17     2 


Shareholders  of  Meadow  Dairy  Co.,  Ltd. 

and  have  obtained  all  the  information  and  explanations  we  have 
and  fittings  were  valued  in  December  1921  by  Messrs.  Farebrother, 
and  plant,  office  furniture  and  motor  vans  were  valued  by  the  Directors, 
the  surplus  has  been  applied  in  reduction  of  the  goodwill. 

exhibit  a  true  and  correct  view  of  the  state  of  the  Company's  aftairs, 
us  and  as  shown  by  the  books  of  the  Company. 

Blackburns,  Barton,  Mayhew  &  Co. 
Chartered  Accountants, 

Auditors. 


\'..  1 


IN 
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Meadow  Dairy  Com 

PROFIT  AND  LOSS  ACCOUNT  for 


To  Dividend  on  Preference  Shares  at  7^  per  cent, 
per  annum  paid  30th  June  1921 

,,  Dividend  on  Preference  Shares  at  7^  per  cent, 
per  annum  paid  31st  December  1921 

,,  Interim  Dividend  on  Ordinary  Shares  of  6d.  per 
share  paid  31st  December  1921 

,,  Amount  of  Profits  Capitalised  and  Distributed 
in  Fully-paid  Ordinary  Shares  as  per  Resolu- 
tion of  Shareholders,  8th  December  1921     . . 

,,  Income  Tax  (including  tax  deducted  from 
Profits  of  Subsidiary  Companies) 

,,  Stamp  Duty  on  New  Capital     . . 

, .  Reserve  Fund 

•    •  •    ■ 

,,  Balance  as  per  Balance  Sheet   . . 


i          s  d 

18,927     9  0 

18,927  12  9 

25.000     0  0 

100,000     0  0 

46,731     7  5 

1,300     0  0 

40,000     0  0 

41,670  17  4 

;^292,557     6  6 
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pany,  Ltd. — (Contd.) 

THE  53  Weeks  ended  7th  January  1922. 


By  Balance  brought  forward  1st  Janu- 
ary 1921  

Deduct  Appropriations  made  by 
Shareholders  at  meeting  held 
4th  May  1921 

,,  Profit  on  Trading  (after  charging 
Branch  and  Head  Office  Ex- 
penses, Managing  Directors' 
Salaries,  Directors'  Fees  and 
Depreciation  of  Fixtures,  Fit- 
tings, &c.)  for  the  53  weeks 
ended  7th  January  1922,  includ- 
ing profits  received  from  Subsi- 
diary Companies 

,,  Profits  and  Dividends  of  Subsi- 
diary Companies  accrued,  since 
received 

. .  Transfer  Fees       .  .  . .  . . 


I         s    d  i  s    d 

65,343     7     6 


55,000     0     0 


10.343     7     6 


154,321  7  1 

127,838  4  5 

54  7  6 

;^292,557  6  6 


I 
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MEADOW   DAIRY   COMPANY,   LTD. 

COMBINED  STATEMENT  OF 


To  CAPITAL— 

Meadow  Dairy  Co.,  Ltd.  : 

504,737  7^%  Cumulative 
Preference  Shares  of  £1 
each,  fully  paid 

3.000,000  Ordinary 

Shares  of  Is.  each,  fully 
paid 


Less  Shares  held  by  Sub- 
sidiary Company 


Subsidiary  Companies  : 

Shares  not  yet  acquired  by 
Meadow  Dairy  Co., 
j-,i(i,     . .  . .  . . 

Reserve  Fund  : — 

Meadow  Dairy  Co.,  Ltd. 

Reserves  and  Undivided  Pro- 
fits of  Subsidiary  Com- 
panies, less  premiums 
paid  by  Meadow  Dairy 
Co.,  Ltd.,  for  Shares  ac- 
quired    . . 

Proportion  of  Profits  of 
Subsidiary  Companies 
due  to  Outside  Share- 
holders   .  . 

Plate  Glass,  6-c.,  Insurance 
Fund 

Loans  on  Mortgage  and  In- 
terest A  ccrued    . . 

Sundry  Creditors,  including 
Bills  Payable     . . 

Unclaimed  Dividends 

Profit  and  Loss  Account . . 


s    d 


504.737     0  0 

150,000    0  0 

654,737     0  0 

464  14  0 

654.272     6  0 


62,575     0     0 


s    d 


716,847     6     0 
70,000     0     0 


2.885  15     9 


2,235  3  6 

3,300  17  9 

89.115  17  0 

542.378  2  11 

168  8  10 

41.670  17  4 

il.468.602  9  1 
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AND   SUBSIDIARY   COMPANIES. 

ACCOUNTS,  7TH  January  1922. 


By  Goodwill    . . 

,,  Freehold  and  Leasehold  Properties 

,,  Fixtures  and  Fittings,  Plant,  Machinery,  Office 
Furniture,  S'C. 

,,  Sundry  Debtors,  including  Payments  in  Advance 

„  Stock-in-Trade   at   Market  Price  or  under 

,,  Cash   at   Bankers   and   in  Hand 


i  s  d 

11.606  14  7 

424.605  5  4 

437,048  5  7 

34,393  8  3 

426,559  8  8 

134,389  6  8 


j^l.468,602     9     1 


ii 

i 
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THE  UNDERGROUND  ELECTRIC  RAIL 

REVENUE  ACCOUNT  for  the 


To  Directors',  Trustees'  & 
Auditors'  Fees,  Sala- 
ries, Legal  and 
General  Office  Ex- 
penses    

,,  General  Interest  (Net) 
„  Income  Tax 

,,  Loss  on  Foreign  Ex- 
change on  Coupons  pay- 
able abroad,  including 
estimated  provision  to 
31st  December  1922     . . 

,,  Commission  and  Discount 
on  Issue  of  6%  Three- 
Year  Notes  of  1923  . . 

,,  Discount  on  Redemption 
OF  ;^193,000  6%  Three- 
Year  Secured    Notes 

„  Interest  at  4^%  per  an- 
num on  /1, 832.400  4.1% 
Bonds  due  1933 

Income  Tax 


„  Interest  at  6  per  cent. 

PER    ANNUM    ON    ThREE- 

Year  Secured   Notes, 
DUE  1923 : 

To  30th  June  1922.  on 
i:700.000    .. 

To     31st     December 
1922,  on;^507.000.. 

Interest     accrued     on 
;^193,000  (redeemed) 


s    d 


82,458     0     0 
29,381   11     9 


21,000     0     0 


15,210     0     0 


1.827     2     6 


Y<-ar  1921 


17,087  15  4  11,090 
21,199  19  10  11:220 
45.1  Go     0     0        UM9 


24,230  11     7        g2,925 


14,668     0     0         UM8 


1,614  10     1 


111,839  11     9       117,797 


38.037     2     6        42,000 


Carried  forward     274,442  11     1      325,798 


WAYS  COMPANY  OF  LONDON,  LIMITED. 

Year  ended  31ST  December  1922.  Cr. 


By  Balance  from  Special  Reserve  for 
Equalisation  of  Interest 

.,  Income  from   Investments,  as   per 
Statement  (seepage  167, column  10) 

,.  Miscellaneous  Receipts   . . 


Year  1921 

I             s  d 

i 

20.136 

881.817  1  4 

764,328 

5,808  9  5 

5,673 

II 
II 


Carried  forward      887,625  10     9 


790.137 


«l 


•56 


To 


•  * 


n 


Amount  Carried  to  Spe- 
cial Reserve  for  Equal- 
isation of  Interest  on  the 
6%  First  Cum.  Income 
Deb.  Stock,  and  6%  In- 
come Bonds 

•   •  •   • 

Interest  at  6%  per  an- 
num ON  ;^1.273.000  6% 
First  Cum.  Income 
Deb.  Stock  due  1945 

Interest  on  ;^6,330.050 
6%  Income  Bonds  due 
1948  :— 

2%  for  half-year  ended 
30th  June  1922     . . 

Income  Tax 


3%  for  half-year  ended 
31st  Dec.  1922 


The   Underground   Electric   Railways 

Brought  forward     274,442  111        325.798 


II 


Income  Tax 


Balance      Carried 
Balance  Sheet 


to 


126,601 
48,021 


0 
0 


0 
0 


189,901  10  0 
63.300  10  0 


60,000  0  0    26,242 


76,380  0  0    76.380 


174.622  0  0  180.868 


263,202  0  0 
48,978  19  8 


180,859 
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Company   of  London,   Limited. — (Contd.) 


Brought  forward      887,625  10     9  790,137 


U 


;^887,625  10     9       790.137 


;^887,625  10     9 


790,137 


I 


il 


« 


in 
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Dr. 


THE  UNDERGROUND  ELECTRIC  RAIL 

BALANCE  SHEET, 


Ytnr  1921 


t  To  Share  Capital  :  ^  s    d 

Authorised 
500,000  Shares  of  £10 

®^^**  ••        ^.   5,000.000     0     0 


s    d 


1.200,696  "A"  Ordi- 
nary Shares  of  Is. 
each 


60,034  16     0 


A060.034  16     0 

Issued 
500.000  Shares  of  /lO 

each,  fully  paid    '^  .  .   5.000.000     0     0 

1.198.977  "A-  Ordi- 
nary Shares  of  Is. 
each,  fully  paid       .  .         59,943  17     0 


..  ^%     Bonds     of     1933 

(A 000. 000  authorised)  2,948,100     0     0 

Less  redeemed  and  can- 

*^^"^^  ••  ..   1.115.700     0     0 


5.059.948  17     0     5,059,949 


§  .,  6%  Three- Year  Se- 
CURED  Notes  due  1923 
(^700.000  authorised)..       700,000     0     0 

Less  redeemed  and  can- 

^®"®^  ••  193.000     0     0 

„  Special     Reserve     for 
Equalisation   of   In- 
terest   ON    the    6% 
First  Cumulative  In° 
COME  Deb.  Stock  and 
6%  Income  Bonds 
t  ..  6%    First    Cumulative 
Income       Debenture 
Stock  due   1945 
..  6%  Income  Bonds  due 
1948    {^6.500.000     au- 
thorised) 


1.832,400     0     0     1,832.400 


507.000     0     0         700,000 


86.241  10 
1,273,000  0 
0.330,050     0 


8  26.242 

0     1.273,000 
0     6,330,050 


Carried  forward     15.088,640     7     %  15,221.641 
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WAYS  COMPANY  OF  LONDON,  LIMITED. 

31ST  December,  1922. 


Cr. 


By  Stocks  and  Shares  as  per  Statement 
(see  page  167.  columns  5-7) 

„  Commission  and  Discount  on  Issue 
OF    Bonds   . . 

„  Commission  and  Discount  on  Issue 
of  6%  Three- Year  Secured 
Notes 

,,  Loans    and    Interest   Receivable 

,,  Interest  and  Dividends  Receivable 

,,  Sundry  Debtors  and  Debit 
Balances 

,,  Treasury  Bills 

„  Cash  at  Bankers 


Year  1921 
£  s     d  £ 

15.056,859  17  11     15.262,408 

428.830     6     5  428,830 


14,668 

344.956 

7 

0 

415,525 

349,585 

10 

8 

265.674 

149.258 

11 

7 

127.199 

134,673 

4 

10 

99.614 

9.309 

0 

4 

115.329 

Carried  fon\'ard     16,473.472  18     9      16.729/247 


i6o 


i6i 


T,     ,  -Brought  f( 

lo  Interest  and  Dividends 

Unclaimed  . . 
„  Temporary  Loans 
„  Sundry  Creditors  and 
Credit  Balances     . , 
,,  Amount    Payable    for 
Interest : 
On     ;^1. 832.400     4^% 
Bonds,  including  In- 
come  Tax     . .  . .      54,972 

On  ;^1. 273.000  6%  First 
Cumulative  Income 
Debenture  Stock  ..  38.190 
On  ;^6.330.050  6%  In- 
come Bonds,  includ- 
ing Income  Tax      . .    253.202 


„  Balance  at  Credit  of 
Revenue  Account  . . 


round    Electric 

nvard     16,088.640     7 

Railways 

8  15,221,641 

22.594  10 
910.000     0 

3 
0 

27,002 
1,127,979 

56.895     1 

2 

74,678 

0     0 

58,898 

0     0 

38.190 

0     0 

180.859 

346,364     0 

0 

277,947 

48.978  19 

8 

— 

;^16.473,472  18 

9  16,729,24? 

Notes. 
:  The  profits  of  the  Company  available  for  dividend  in  respect  of 

As  to  the  remaining  one-third  thereof  in  payment  of  a  dividend  on 
T^  rT^^^^^^^^P^^  Trust  Deed  dated  30th  July  1908  made  between  th*^ 
T^st?"^'  '"''^  '^'  ^P"^   '^'^  ^^^  29t'h  June  1914?  made  between 

§  Secured  as  per  Trust  Deed  dated  8th  April  1920  made  between  the 

t  Secured  as  per  Trust  Deed  dated  1st  April  1912  made  between  th^ 

and  Supplemental  Trust  Deed  dated  29th'^June  l^lTmaderetween 


H. 
W. 


A. 
M 


Vernet,      "1  _.. 
Ackworth,/^^*'^^^^*'^- 


.liYil^T  ^^^™in«d  the  above  Balance  Sheet,  dated  31st  December 
all  the  information  and  explanations  we  have  required  December 

^^V^^"""^  ^^^^  ^^  '*"'■  opinion  such  Balance  Sheet  is  properlv  drawn 
affairs,  accordmg  to  the  best  of  our  information  and  th^e  expl'^ltfrs 

6  London  Wall  Buildings.  London,  E.C.2. 
26/A  February  1923. 


Company   of  London,    Limited. — {Contd.) 

Brought  forward     16,473,472  18     9  16.729,247 


;^16.473.472  18     9  16.729.247 


I 


each  year  after  providing  for  depreciation  and  reserves  are  applicable — 

at  the  rate  of  5%  per  annum  up  to  the  end  of  such  year  on  the  amounts 
(6)  subject  as  aforesaid  in  payment  to  the  Central  Trust  Company  of 
of  a  sum  equal  to  a  dividend  for  such  year  at  the  rate  of  3  per  cent, 
(c)  subject  as  aforesaid  in  making  provision  for  reserves,  and  {d) 
Company   as   such  Trustee   as   aforesaid  and  as  to  the  other  half  of 

the  "  A  "  Ordinary  Shares. 

Company  and  the  London  &  Westminster  Bank,  Ltd..  and  Supplemental 
the  Company  and  the  London  County  &  Westminster  Bank,  Ltd.,  as 

Company  and  the  Union  of  London  &  Smiths  Bank,  Ltd.,  as  Trustee. 

Company  and  the  Union  of  London  and  Smiths  Bank,  Ltd.,  as  Trustee, 
the  same  parties. 

Jno.  C.  MiTCKBiA.,  Secretary  of  the  Company. 
C.  S.  LoucH,  Accountant  of  the  Company. 
1922,  with  the  Books  and  Vouchers  of  the  Company,  and  have  obtained 

up  so  as  to  exhibit  a  true  and  correct  view  of  the  state  of  the  Company's 
given  to  us,  and  as  shown  by  the  books  of  the  Company. 

Deloitte,  Plender,  Griffiths  &  Co., 

Auditors, 


1 62 


THE  UNDERGROUND  ELECTRIC  RAIL 

^^^^^^^g^^nd^ivide^    received  or  receivable  therefrom  by 


rc*.n^L  ^^"*  £1.500,000, 
£537,351  is  held  by  Trus- 
tees under  Trust  Deed, 
dated  13th  January  1903, 
against  an  equal  amount 
of  Stock  (Assented  Stock) 
issued  under  such  Deed,  on 
which  3i%  per  annum  is 
guaranteed  by  the  Under- 
ground F.lectric  Railways 
Co.,  of  London,  Ltd. 

*  This  Stock  is  Assented 
Stock  issued  under  the 
Trust  Deed  of  the  13th 
January  1903. 


Name  of  Company 


(1) 


Total  Capital 

Issued  and 

Outstanding 


(2) 


1.  Companies  participating  in 
Common  Fund — 
2.  Metropolitan  District  Raii  - 
WAY  Co. 
3.  3%  Consolidated  Rent  Charge 

Stock 
4. 4%    Midland    Rent    Charge  i 

Stock 
5. 4%    Prior    Lien    Debenture 
Stock 

6.  6%  Debenture  Stock 

7.  4%  Debenture  Stock 

8.  4%  Guaranteed  Stock 

'9.  ^%  First  Preference  Stock 

10.  5%  Second  Preference  Stock 

11.  Ordinary  Stock 


Capital  held  by 
Public 


(3) 


13,687,824 


2,116,666 

350,000 

744,586 
1,211,625 
1,624,200 
1,435,747 
* 1,500, 000 
1,470,000 
3,235,000 


12.  London  I-xectric  Railway 

^"-  •  • 

13.  4?;  Debenture  Stock 

14.  4i%    (Redeemable)    Second 

Debenture  Stock  . . 

15.  4%  Preference  Stock 

16.  /lO  Ordinary  Shares 


21,047,610 


rilP/c.*'"^     £3,000,000, 
0,453,594    Undivided 
Ordinary  Stock,  £475,303, 
Preferred  Ordinary  Stock, 
and     /•619,774     Deferred 
Ordinary  Stock  is  held  by 
Trustees  under  Trust  Deed 
dated  13th  December  1912 
against    equal   amount  of 
Stocks  (Assented  Stocks) 
issued  under  such  Deed,  on 
which  4%  per  annum  is 
guaranteed  bv  the  Under- 
ground Electric  Railways 
Co.  of  London,  Limited. 


17.  City  &  South  London  Rail- 

way Co. 

18.  4%  Debenture  Stock 

19. 4|%    (Redeemable)    Second 
Debenture  Stock  . . 

20.  5%  Preference  Stocks,  1891- 

1903  

21.  Consolidated  Ordinary  Stock 


5,296,000 

3,250,000 
3,173,670 
9,327,940 


6,173,829 


2,116,666 

350,000 

744,586 
1,211,625 
1,624,200 
1,435,747 
1,410,000 

1,453,500 

11,002,620 

4,864,573 

3,250,000 

2,522,957 

365,090 

4,301,469 


22.  Central  London  Railway 

Co 

23.  4%  Debenture  Stock 

24.  4%  (Redeemable)  Debenture 

Stock 

25.  ^%  (Redeemable)  Debentiii^e 

Stock 

26.  ^%  Preference  Stocks,  1902- 

27.  Ordinary  Stock         . .         "  * 

28.  Undivided 

29.  Preferred 

30.  Deferred 


1,093,829 

2,750,000 

850,000 
1,480,000 

5,014,000 


681,829 

2,750,000 

850,000 
19,640 


31. 


1,689,252 
655,374 
655,374 

§3,000,000 


926,000 

150,000 

458,000 

480,000 
3,000,000 


5,012,500 


926,000 
150,000 

458,000 

480,000 
2,998.500 
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the  Underground  Electric  Railways  Co.  of  London,  Ltd.,  showing  the 
Underground  Electric  Railways  Co.  of  London,  Ltd.,  together  with  the 
the  Underground  Co. 


Interest  and  Dividends 

Capital  held  by  U.  E.  R.  Co.  of  L 

..Ltd. 

received  or  receivable  by 

1 

U. 

K.  R.  Co.  of  L.,  Ltd. 

Capital  held  by 

Deposited 
with 

Percentage 

1922. 

I92Z 

Allied 

Companies 

Trustees 

of 

Rate 

RaU 

under       '  Amount  of  | 

Total 

Total 

perc't. 

per  c't. 

various 

Free  Assets 

held  by 

per    1 

Amount 

per 

Trust  Deeds                       1 

U.li.R.  Co. 

annimi ' 

annum 

(4) 

(5) 

1 

(6) 

(7) 

(8) 

(9)  • 

(10) 

(11) 

£ 

£                i 

1 

i 

iC         s    d 

m   • 

, , 

. . 

3,341,500 

130,095    0     0  ; 

•  • 

•  • 

•  • 

•  • 

$90,000 

J9b',000 

6.00 

3i 

•  • 

3,156'  0   0 

•Ji 

1,470,000 

1,470,000 

100.00 

5 

73,500    0    0       5 

1,781,500 

1 

1,781,500 

55.07 

3 

53.445    0    0  1/ 

•   • 

431,000 

427 

10,044,990 

:: 

4 

410,853  14     6 

431,427 

26,311     1     8 

•• 

650,466 

"247 

650,713 

26.51 

4' 

26,028' 10    4 

•  ■ 
4 

7,900,020 

tl,062,830 

8,962,850 

96.09 

4 

358,514     2    6 

3l 

•• 

412,000 

1,872,360 

37.67 

;  4 

•  • 

74,894     8     0 

4 

412,000 

16,480    0     0 

■    • 

1,460,360 

1,460,360 

98.67 

^' 

58,414'   8    0       }i 

•  • 

1,500 

•  ■ 

1 

1   .. 

60    0    0 

" 

•  • 

•  • 

•  • 

•  • 

•  • 

1,500 

•  • 

1,500 

•   • 

.05 

1   .. 
4" 

•  • 

66'  0    0 

4 

Ill 


i 


il 


II 
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The  Underground  Electric  Railways 


t  Lodged  with  the  Na- 
tional Provincial  and 
Union  Bank  of  England, 
Ltd.,  as  collateral  security 
against  loan  of  £600,000 
under  Agreement  dated 
19th  July  1921. 


32.  London  General  Omnibus 

Co.,  Ltd.   . . 

33.  4J%  First  Debenture  Stock 

34.  5%  Cum.  Income  Debenture 

Stock         

35.  £10  Ordinary  Shares 


36.  Total  for  Companies  Par- 
ticipating IN  Common 
Fund 


37.  Per  cent,  of  Total  Capital 
Issued  and  Outstanding. . 


38.  London  &  Suburban  Trac- 

tion Co.,  Ltd.     . . 

39.  ^%  First  Mortgage  Deben- 

ture Stock 

40.  5%  Debenture  Stock 

41.  5%  £1  Cumulative  Preference 

Shares 


42.  £1  Ordinary  Shares 
43 


44. 


45. 
46. 
47. 

48. 


London  &  Suburban  Trac- 
tion Co.,  Ltd.  (Associated 
Companies). 

Metropolitan        Electric 
Tramways,  Ltd.  . . 

^%  Debenture  Stock 

5%  Debenture  Stock 

5%  £1  Cumulative  Preference 

Shares 
£1  Ordinary  Shares  .  . 


49.  London  United  Tramways, 

Ltd 

50.  4%  First  Mortgage  Debenture 

Stock 

51.  5%  £1  Preference  Shares     . . 

52.  5s.  Ordinary  Shares 


53.  Tramways  (M.E.T.)  Omnibus 

Co.,  L.D.    . . 

54.  ^%  Debenture  Stock 

55.  7%  £1  Cumulative  Preference 

Shares 

56.  £1  Ordinary  Shares,  Is.  paid 


57.  South  Metropolitan  Elec- 
tric Tramways  &  Light- 
ing Co.,  Ltd. 

I  58.  4%  1st  Mortgage  Debenture 
Stock 

59.  6%  £1  CumulativePreference 

Shares 

60.  £1  Ordinary  Shares  . '. 


61.  Total  for  London  &  Sub- 
urban Traction  Co.,  Ltd., 
and  Associated  Co.'s  . . 


I  62.  Per  cent,  of  Total  Capital 
Issued  and  Outstanding  . . 


4,680,211 


1,349,731 

1,130,000 

2,200,480 


50,603,474 


3,863,909 


182,635 
231,713 

1,603,456 
1,846,105 


1,667,959 


445,449 
248,174 

500,000 
474,336 


2,476,932 


857,841 
962,841 
656,250 


236,950 


126,950 

100,000 
10,000 


479,550 


128,791 

169,569 
181,190 


8,725,300 


2,469,731 


1,349,731 
1,120,000 


33,132,644 


65.47% 


2,866,319 


182,635 
227,013 

1,401,120 
1,055,551 


747,341 


445,449 
248,174 

43,333 
10,385 


1,769,108 


857,841 

812,091 

99,176 


126,950 


126,950 


130,114 


128,791 
1,323 


5,639,832 


64.64% 
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10,000 

■  • 
•  • 

1,600,480 

•  • 

t600,000 

2,200,480 

100.00-j 

•  • 

H 

Free  of 
Tax 

253,614  12  10 

•  • 

8 
Free  of 
Tax 

L.G.O.             10,000 

•  • 

2,200,480 

•  • 

187,040' 16    0 
66,573  16  10 

10,000 

17,460,830 

869,517  15    4 

.02% 

34.51% 

•  • 

•  . 

,   , 

101,280 

76,885 
420,734 

75,101 
323,590 

896,310 

•  • 
■  • 

9.48 
40.32 

•  • 

5 

7,599    6    0 

•  • 

M.E.T.     *  ■        4,700 

/       „                 50,100^ 
Il.U.T.                   250/ 
/M.E.T.             46,000\ 
\L.U.T.                   230/ 

151,986 
744,324 

7,599    6    0 

•  • 

920,618 

.    a 

•  • 

•   • 

•   • 

•  • 

L.  &  S.T.       456,667 
463,951 

673,517 

34,307 

34,307 

3.'56 

L.&S.T.'"     116,443 
557,074 

34,307 

110,000 

•  • 

•  • 

•  • 

■   • 

•  ■ 

•  ■ 

L.G.O.            100,000 
L.  &  S.T.          10,000 

349,436 

•  • 

•  • 

•• 

•  • 

L.  &  S.T.        168,246 
181,190 

2,154,851 

930,617 

7,599    6     0 

24.69% 

•  • 

10.67% 

III 

I 


i66 


m 


The  Underground  Electric  Railways 


63.  Associated  Equipment  Co., 

Ltd.           

64.  £10  Ordinary  Shares 

1,100,000 

,   , 

1,100,000 

65.  Per  cent,  of  Total  Capital 
Issued  and  Outstanding  . . 

,  , 

.. 

66.  Other  Allied  Companies — 

67.  Wimbledon  &  Sutton  Rail- 

way Co 

68.  £10  Ordinary  Shares 

5,350 

2,930 

5,350 

2,930 

69.  Union  Surplus  Lands  Co., 

Ltd.           

70.  4%  Debentures 

71.  £1  Ordinary  Shares  . . 

250,000 

"  • 

100,000 
150,000 

72.  Union  Construction  Co., 

Ltd.            

73.  £20  Shares.    37  fully  paid  .. 

74.  120  £2  paid 

980 

^  ^ 

740 
240 

•  • 

75.  Watford  &  Edgware  Rail- 

way Co.  . . 

76.  Shares  £2  paid 

518 

102 

518 

102 

77.  Whitechapel  &  Bow  Rail- 

way Co.    . .          

78.  4%  Debenture  Stock 

79.  £10  Ordinary  Shares 

1,559,000 

959,000 

359,000 
1,200,000 

359,000 
600,000 

80.  Total    for    Allied    Com- 
panies 

1,815,84  8 

962,032 

81.  Per  cent,  of  Total  Capital 
Issued  and  Outstanding  . . 

.. 

52.98% 

82.  TOTALS       

83.  Per  cent,  of  Total  Capital 

Issued  and  Outstanding 

£62,244,622 

£39,734,508 

63.84% 

84.  TOTALS  as  shown  above  . . 

85.  Metropolitan  Railway  Co. 

Consolidated  Ordinary  Stock 

86.  .  . 

87 


Company  of  London. — (Contd.) 
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500,000 

100,000 

500,000 

600,000 

54.55 

•• 

•• 

L.G.O.            500,000 

600,000 

45.45% 

54.55% 

,  • 

.    . 

,   , 

,     , 

2,420 

2,420 

•  • 

45.23 

•  ■ 

•     • 

2,420 

•  • 

100,000 
150,000 

250,000 

100.00 
100.00 

4 

4,000    0    0 

4 

100,000 
150,000 

4,000    0    0 

740 
240 

980 

100.00 
100.00 

m   • 

740 
240 

416 

416 

•  • 

80.31 

416 

600,000 

•• 

M.D.R.           600,000 

600,000 

. . 

253,816 

,    a 

4,000    0    0 

33.014% 

. . 

13.98% 

.    . 

,   , 

3,264,851 

16,393,445 

2,851,818 

19,245,263 

881,117    1    4 

5.24% 

,  ^ 

30.92% 

.. 

.. 

16,393,445 


16,393,445 


2,851,818 
20,000 


19,245,263 
20,000 


2,871,818    19,265,2631 

Book  Value  £15,056,860  j- 

(See  Balance  Sheet).      ' 


H 


700     0     0 


881,817     1    4 
(Siee  Revenue 


»i 


A/c.) 


!l 


II 


^1 


II 
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UNITED  BRITISH   OILFIELDS 
And  Subsidiary  Companies 

Dr.       CONSOLIDATED  PROFIT  AND  LOSS  ACCOUNT 


Stocks  of  Oil  at  1st  Jan.  1921 

Cost  of  Production,  Refining,  and  Transportation, 
including  Royalties,  Administration,  and  General 
Expenses,  Maintenance,  Sales,  Commissions,  &c., 
less    Interest  on  Loans 

Purchase  of  Crude  and  Fuel  Oils 

On  Account  of  Depreciation      .... 

Preliminary  Formation  and  Legal  Expenses,  written 

^^*  ..  ••  ■•  ••  ■• 

Unproductive  and  Abandoned  Wells,  Amount  written 

^**-  ••  ••  ••  ••  aa 

Lorries,    Cars,    &c..    Amount  written  off 
Reserve  for  Corporation  Profits  Tax    .. 
Balance    carried    to    Balance  Sheet  . . 


i        s     d 
29,986     2     1 


144,287  4  6 

8,467  1  0 

31,895  1  6 

25.388  17  10 

6,462  4  3 

5.296  3  3 

1.000  0  0 

5.337  8  11 

^258.120  3  4 


CONSOLIDATED    BALANCE 


To  Capital  Authorised — 
1,500,000  Shares  of  £1  each 

,,  Capital  Issued — 

1,500,000  Shares  of  ;^1  each 
fully  paid 
,,  Drafts     Payable     against 
Cash  received  in  Trini- 
dad 
„  Sundry  Creditors  and  Out- 
standings— 
London 
Trinidad 


£         s  d 

1,500,000  0  0 


s  d 


1,500.000  0  0 


5,500  0  0 


32,094  15  8 
10,749  19  3 


42.844  14  11 


Carried  forward     1,648,344  14  11 


OF  TRINIDAD,  LIMITED, 
Wholly    Owned. 

FOR  THE  Year  ending  31ST  December   1921. 
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Cr, 


Proceeds  of  Sales  and  Oil  Consumed  as  Fuel. . 
Received  for  Transportation  of  Oil.  and  Working  of 

Pipelines 
StocksofOilat  31st  Dec.  1921 


I  s  d 

237,652  6  8 

1,093  9  8 

19.374  7  0 


j^258,120     3     4 


SHEET  AT  31ST  December  1921. 


By  Purchase  of  Undertaking 
of  Trinidad  Oilfields,  Ltd., 
including  Lands,  Oil  and 
Mineral  Rights,  Property, 
&c.,  cost  of  purchase  of  the 
United  British  West 
Indies  Petroleum  Syndi- 
cate, Ltd.,  investments  of 
that  Syn  dicate  in  the  Uni- 
ted British  Producing  Co., 
Ltd.,  and  the  United  Bri- 
tish Mineral  Oil  Co.,  Ltd., 
and  loans  for  Development 
to  the  United  British  Pro- 
ducing Co.,  Ltd.,  and  to  the 
United  British  Mineral  Oil 
Co.,  Ltd.    . . 


;^  S       d 


s    d 


813,118     9     5 
Carried  forward       813,118     9     5 


I 


I/O 


To  Profit  and  Loss  Account — 

Profit  for  the  year   1921 

(subject  to  Provision  for 

Income  Tax,  if  any)     . . 

Less  Adverse  Balance,  as 

per  last  Balance  Sheet . . 


United    British   Oilfields 

Brought  forward      1.548,344  14  11 

6.337     8  11 

2,006  17     6 


3.331  11     6 


Carried  forward     1,651,676     6     4 
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of  Trinidad,  Limited. — [Contd.) 


Brought  forward     813,11^  ^  6 


By  Expenditure  on  Properties  since 
the  date  of  purchase  of  Under- 
taking of  the  Trinidad  Oilfields, 
Ltd.  :— 


Wells  Drilled 
Less  Written 
Off  on  ac 
count  of 
abandoned 
and  unpro- 
ductive wells 
in  previous 
years  . .  46.502  1  0 

Add  for   the 

year  1921   . .     6,462  4  3 


;^261,344  11  7 


52,964  5  3 


Wells  Drilling  and  in  course  of  Pre- 
paration 

Collecting      Lines,      Steam     Plant, 
Storage,  &c. 

Drilling  Tools 

Roads,  Buildings,  Water  Supply,  &c. 

Furniture,  Fittings,  &c. 

Lorries,  Cars,  &c.,  as  revalued  by 
the  Management  in  Trinidad 


Less  on  Account  of 
Depreciation  in  pre- 
vious years..         ..      ;if70,000  0  0 

Add  for  the  year  1921      20,000  0  0 


„  Capital    Expenditure    on    Refinery 
Undertaking 

Less  Depreciation 


208,380     6  4 

27.663     6  1 

60.097     4  3 

37,822  19  2 

80,128     5  7 

8,148     8  10 

4,906  15  3 

427,737  5  6 


90,000  0  0 

99.632  16     6 
10.635  12     5 


337,737  5  6 


88.997  4  1 


Carried  forward     1,239,852  19  0 


Ij 
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United    British    Oilfields 


Brought  forward     1, 551,676     «     4 


;^1,551.676     0     4 


Note.— The  Assets  and  Liabilities  of  the  United  British  West 
Indies  Petroleum  Syndicate,  Ltd..  (the  whole  of  the  capital  of  which  is 
held  by  the  United  British  Oilfields  of  Trinidad,  Ltd.),  and  the  Assets 
and  Liabilities  of  the  United  British  Refineries,  Ltd.  and  United 
British  Pipehnes,  Ltd.  (the  whole  of  the  capital  of  each  of  which  is 
held  by  the  United  British  West  Indies  Petroleum  Syndicate,  Ltd  ) 
are  included  in  the  above  figures,  under  their  respective  headings. 

Cochrane  of  Cults,  "\ 
R.    Waley    Cohen,    j 


Directors. 


To  THE  Shareholders  of  the  United 
We  report  that  we  have  examined  the  above  Consolidated  Balance 
Companies  in  London,  and  with  the  returns  received  from  Trinidad 
required.  The  expenditure  charged  to  Capital  Accounts  is  based  on  the 
inspected  the  Deeds  of  Properties  which  we  understand  ai  e  held  in 
provision  for  Depreciation,  the  above  Consolidated  Balance  Sheet  is 
gate  state  of  affairs  of  the  four  combined  Companies,  according  to  the 
by  the  books  and  vouchers  of  the  Companies  in  London,  and  the 
3  Frederick's  Place. 

Old  Jewry,  E.C.2. 

I2th  October  1922. 


of  Trinidad,  Limited.— (Contd.) 


f  *--^ 

^/.3 


By  Capital    Expenditure    on 

Pipeline  Undertaking  . . 

Less  Depreciation     . . 

,,  Miscellaneous  Assets  of  the 
United  British  West  In- 
dies PetroleumSyndicate 

x^XQ  •  •  •  •  •  •  • 

Less  Depreciation 

,,  Elsidore  Estate  at  Cost  . . 
,.  Stocks  on  Hand — Trinidad: 
Stores  and  Sundry  Stocks 
as  valued  by  the  Manage- 
ment in  Trinidad 
Stores  in  Transit  . . 
Stocks  of  Oil 

.,  Sundry  Debtors  and  Pre- 
payments : 
London 
Trinidad 

,,  Special  Deposit 
,,  Cash  at  Bank  and  in  Hand  : 
Trinidad  and  London  .  . 


Brought  forward     1,239.852  19     0 


13,353  16 
1.123  16 


1,928  14 
135  12 


0 

7 


9 
6 


215,336  18     1 

1,266     6     9 

19,374     7     0 


5,635  18  11 
10,844     8  11 


12,229  19     5 


1,793     2 
8,394     5 


3 

0 


235,977  11  10 


16,480 
24,000 


7 
0 


10 
0 


12.948     1     0 
£1.551,676     6     4 


British  Oilfields  of  Trinidad,  Limited. 

Sheet,  dated  31st  December  1921,  with  the  books  and  vouchers  of  the 
and  have  obtained  all  the  information  and  explanations  we  have 
allocation  of  expenditure  received  from  Trinidad.  We  have  not 
Trinidad.  We  are  of  opinion  that,  subject  to  the  sufficiency  of  the 
properly  drawn  up  so  as  to  exhibit  a  true  and  correct  view  of  the  aggre- 
best  of  our  information,  and  the  explanations  given  to  us,  and  as  shown 
aforementioned  returns  from  Trinidad. 

Price,  Waterhouse  &  Co.. 

Chartered  Accountants, 
Auditors. 
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VAN   DEN 
BALANCE  SHEET, 


Nominal  &  Issued  Capital  : 
90,000  Cumulative  6%  Pre- 
ference Shares  of  £5  each 
1,000.000    Cumulative    6% 
"  B  "  Preference  Shares  of 
x\  each 

1,000,000  Cumulative  7% 
"  C  "  Preference  Shares  of 
/J  each 

3.760,000  15%  Prefeired  Or- 
dinary Shares  (non-cumu- 
lative) of  5s.  each 

760.000  Ordinary  Shares  of 
5s.  each    . . 

Bills  Payable 

Sundry  Creditors  and  Out- 
standings , . 

Do.  Associated  and  Sub- 
sidiary Companies 
secured  against 
Stocks  of  Raw  Ma- 
terials 

Reserve  Fund  as  at  31st  De- 
cember  1920 

Profit  &  Loss  Account  : 
Balance  as  shown  in  General 
Profit  and  Loss  Account 


Liabilities. 
i 


0 


450,000  0 

1,000,000  0 

» 

1,000,000  0     0 

937.500  0    0 

187,500  0    0 


500,000     0     0 


166,566     2  10 


(Subject  to  provision  for  depreciation  in  Exchange 
m  respect  of  assets  of  Associated  Companies.) 

Contingent    Liabilities:      On    Bills    discounted 
£250,838;     On    Bank    Overdrafts   Guaranteed' 
£21.084  ;  On  Forward  Contracts  (most  of  which 
have  smce  run    off)  £1,004,737. 

There  are  also  Contingent  liabilities  in  respect  of  a 
guarantee  of  Preference  Shares  of  a  Dutch 
Associated  Company  and  a  mutual  guarantee  of 
the  Preference  and  Ordinary  Shares  of  another 
Dutch  Associated  Company. 


3.575.000    0     0 
598,839  11  10 


874.787     7     4 


96.705     0     2 


—  666.566     2  10 


Carried  forward        5.811,898     2     2 


BERGHS,  LIMITED. 

31  ST  December,  1921. 


Goodwill  Account 

Freehold  and  Leasehold 
Land  and  Buildings,  less 
Depreciation 

Plant,  Machinery  &  Uten- 
sils, less  Depreciation 

Rolling  Stock.  Furniture. 
&€.,  less  Depreciation 

Associated  and  Subsidiary 
Companies  : 

Holdings,  including  Good- 
will therein 
Current  Account  Balances 

Sundry  Debtors,  Loans  and 
Payments  in  Advance  {less 
Reserves)  including 
£407,233  Claims  in  respect 
of  ex-Enemy  pre-war  debts 
still  before  the  British  Clear- 
ing Office 

Stocks  of  Raw  Materials 
AND  Manufactured  Goods 
as  certified  by  the  Company's 
Officials  (exclusive  of  Raw 
Materials  purchased  but  not 
delivered) 

Stocks  of  Stores,  Packages. 
&c..  as  certified  by  the  Com- 
pany's Officials 

Bills  Receivable    . . 

Cash    at   Bankers   and    in 

Hand 
Investments  : 

War  Stocks.  &c. 

Trade  and  Sundries 


Assets. 


s    d 


370,588     0     9 


245.296     1     9 


30.055  19     4 


1,511,057  19     3 
554,849     2     2 


724,117  14     4 


31,668     6     8 


65,653  16     8 
83.645     6     8 
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£  s      d 

656,462  17     2 


645.940     1   10 


2.065,907     1     6 


1.178,213  14     4 


755.786     1     0 
6.255     1  11 


197.131  18     6 


149,299     3     4 


Carried  forward        5,654,995  19     6 
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Van    Den    Berghs, 

Brought  forward     5,811,898     2     2 


Limited. — {Conid.) 


Reserve  Fund  Investments 
(War  Loan,  Colonial  Stocks, 
Leasehold  Office  Buildings 
in  London,  &c.) 

Expenditure  carried  forward 
to  be  written  off  in  succeed- 
ing years 


Brought  for^vard     5.054,995  19     6 


106.651     3     9 


50.250  18  11 


;^5,811.898     2     2 


To  THE  Shareholders  of 
We  report  that  we  have  examined  the  above  Balance  Sheet   dated 
fi  *  ^  "ifo^nation  and  explanations  we  have  required      We  have  also 
Associated  Companies  abroad. 

h,  Jwi.v?^i\^''^  Liabilities  include  certain  estimates  of  sums  due  to 
but  which  It  has  not  yet  been  possible  to  verify. 

sta^te^f  tie  ro^n.r'^'V^  *^^  °P^5^^°  *^^*  *^^  ^^^^^  Balance  Sheet 
Company     ^""^P^^^  ^  ^^^''^  according  to  the  best  of  our  information 

3  Frederick's  Place,  London.  E.C.2. 
26/A  September  1922. 


Henry  Van  den  Bergh, 
Walter  Townley, 

Directors. 

A.  G.  Hales,  Secretary. 


;f5.811.898     2     2 


Van  den  Berghs,  Limited. 

31st  December  1921,  with  the  Books  of  the  Company,  and  have  obtained 
audited  the  Balance  Sheets  as  at  31st  December  1921  of  the  principal 

and  by  the  Company,  which  we  are  satisfied  have  been  reasonably  made, 

is  properly  drawn  up  so  as  to  exhibit  a  true  and  correct  view  of  the 
and  the  explanations  given  to  us,  and  as  shown  by  the  books  of  the 

Price,  Waterhouse  &  Co., 

Chartered  Accountants. 
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Dr. 


Van  den  Berghs, 

GENERAL  PROFIT  AND  LOSS  ACCOUNT 


i  s    d 

27,000     0     0 


9,000     0     0 


Loss  for  year  to  date  after  taking  into 
account  Dividends  and  Distribution 
satisfied  in  Shares  of  Associated  Com- 
panies, Profits  and  Losses  of  Subsi- 
diary Companies,  and  Income  from 
Trade  and  Reserve  Investments     . . 

Depreciation 

Directors'    and    Managing    Directors' 

Remuneration 

•  •  •  •  •  • 

Dividends  Paid  : — 

On   Preference   Shares 

to  31st  August  1921 

Less  amount  provided 
for  in  Appropriation 
Account,  31st  Dec- 
ember 1920. . 

On  "  B "  Preference 
Shares  to  31st  Dec- 
ember 1921.. 

On  "  C "  Preference 
Shares  to  30th  Nov- 
ember 1921.. 

Less  amount  provided 
for  in  Appropriation 
Account,  31st  Dec- 
ember 1920. . 

On  Preferred  Ordinary 
Shares  to  30th  June 
1921..  .... 

Less  amount  provided 
for  in  Appropriation 
Account,  31st  De- 
cember 1920 


£      s     d 


176,866  13     1 
42,849     2     7 

37,168  11     6 


18,000     0     0 
60,000     0     0 


70,000     0     0 


5.833     6     8 


140,625     0     0 


64,166  13     4 


70,312  10     0 
70,312  10     0 


Balance  carried  to  Balance  Sheet 

(Subject  to  provision  for  depreciation  in  Exchange 
m  respect  of  assets  of  Associated  Companies.) 


212,479     3     4 
166,566     2  10 


;^635,929  13  4 
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Limited . — (Contd.) 

FOR  THE  Year  ended  31ST  December  1921. 


Cr, 


Balance  31st  December  1920 

Less — 

Amounts  appropriated  at  31st 
December  1920  :— 

Accrued  proportion  of  Preference 
Dividend  to  31st  December  1920 

Accrued  proportion  of  "  C  "  Pre- 
ference Dividend  to  31st  Decem- 
ber 1920 

6  months'  Dividend  on  3,750.000 
Preferred  Ordinary  Shares 

Final  Dividend  of  4/-  per  Share  on 
750,000  Ordinary  Shares 


Less  Income-tax 


;^         S      d  £  S        d 

800.531   16     0 


9,000     0     0 


6,833     6     8 


70,312  10  0 

150,000     0  0 

236,145  16  8 

70,543  14  0 


164,602     2     8 
635.929  13     4 


;^635,929  13     4 


i8o 


i8i 


Dr. 


VICKERS 


BALANCE    SHEET 


Capital  Account. 
Authorised — 

;^750,000    Preferred  5  per  cent.  Stock 
^750,000    5   per  cent.    Preference    Shares 
of  /I  each 
;j(|7, 000,000  5  per  cent.  Cum'lative  Preference 
Shares  oi  £\  each  (free  of  Tax 
up  to    6s.    in   the  £) 
;^18,000.000    Ordinary  Shares  of  £1  each 


/26. 500. 000 


TsSUKD  * 

Share's  :  12,315,483  Ordi- 
nary Shares  of  ;^1  each 
fully  paid 

6,863,807  5  per  cent.  Cu- 
mulative Preference 
Shares  of  £1  each,  fully 
paid 

750,000  5  per  cent.  Pref- 
erence Shares  of  ;^1  each, 
all  paid 

Stock  :  Preferred  5  per 
cent.  Stock 


12,315,483     0     0 


6,863,807     0     0 

750.000     0     0 
750,000     0     0 


4  PER  Cent.  First  Mortgage 

Debenture  Stock  ..       1,250,000     0    0 


Interest  Accrued 


7   Per    Cent.    Seven   Year 
Notes  : 

Authorised  :      ;^4,000,000 
Issued 

Add  Interest  accrued 


2,972  12     0 


1.500.000     0     0 
36.750     0     0 


s    d 


20,679.290    0     0 


1.252.972  12     0 


1.536.750    0     0 


Carried  forward      23.469,012  12     0 


LIMITED. 


AT  31ST  December  1921. 


Cr. 


Land.Buildings.  Machinery, 
Tools,  Plant,  &c.,  at  31st 
December  1920 

Additions,  less  Sales,  for 
year  ended  31st  Decem- 
ber 1921 

Interests  in  Subsidiary  and 
Connected  Companies    . . 

Marketable  Securities     . . 

Stock  of  Steel.  Iron,  Timber 
AND  Other  Materials,  and 
Work  in  Progress,  less 
instalments 

Sundry  Book  Debts  Owing 
to  the  Company  . . 

Cash  and  Bills  in  Hand  . . 


7.570,659  19     5 
89.813  18     5 


£ 


s     d 


7.660,473  17   10 

18,144.967     6     4 

1,044.463  14     2 


2,669,329     5  10 

6.213.703  12     8 
1.620.345     7     2 


Carried  forward       7.353,283     4     0 
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Creditors,  including 
;^37O,000  Secured  Loans 
AND  Provision  for  Final 
Preference  Dividends 
for  Year  to  31st  Decem- 
ber 1921 

Reserve  Accounts : 
Premiums  on  Shares 

Works  Reserve  Account 

General  Reserve  Account 

War  Risks  Insurance 

Profit  and  Loss  Account  : 

Net  Profit  for   year  ended 

31st  December  1921  after 

allowing  for  adjustments 

of  reserves  for  Taxation . . 

Add  Brought  forward  from 
31st  December  1920 


Less  Preference  Divi- 
dends FOR  the  Year 
1921  


Vickers 

Brought  forward     23.469,012  12     0 


6,084.364     7     7 


•    • 

..       2,042.693  18 

0 

. .       3.200.000     0 

0 

1,200,000     0 

0 

53,276  18 

2 

6,496,870  16 

708.102  16  10 

991,639     3  11 

1,699,741  19     9 

395,706  11     6 


1,304,035     8     3 
;^37.353.283     4     0 


Note.— Contingent  Liabilities  in  respect  of  the  Company's  guarantees 
as  under  : — 

(1)  Of  ;^898.200  6%  Debentures  issued  by  Canadian  Vickers,  Ltd. 

(2)  Of  Bankers'  Loans  and  Overdrafts,  and  Contract  guarantees  up 
to  ^824,152  for  Subsidiary  and  Associated  Concerns,  &c. 


Auditors' 
We  have  audited  the  above  Balance  Sheet  and  have  obtained  all  the 
The  Stock-in-Trade  has  been  certified  by  responsible  officials  of  the 

prices.  The  additions  to  Buildings,  Machinery  and  Plant  have  been 
The  Investments  in  Subsidiary  and  Connected  Companies  are  taken 

in  Marketable  Securities  are  in  the  aggregate  below  their  market  value. 
There  are  some  matters  still  to  be  adjusted  arising  in  connection  with 
In  our  opinion  the  above  Balance  Sheet  is  properly  drawn  up  so  as 

according  to  the  best  of  our  information  and  the  explanations  given  to 

5th  July  1922. 


Limited. — (Contd,) 


iSs 


Brought  forward     37.353.283     4    0 


'■ 


Douglas  Vickers, 
V.    Caillard. 

Directors. 


;^37,353.283     4     0 


IM 


I 


Report. 

information  and  explanations  we  have  required. 

Company  to  be  valued  at  or  under  cost,  and  not  exceeding  market 
approved  by  the  Board,  and  details  thereof  have  been  laid  before  us. 

at  their  book  values,  in  no  case  exceeding  cost ;  and  the  Investments 

Government  accounts. 

to  exhibit  a  true  and  correct  view  of  the  state  of  the  Company's  affairs 
us  and  as  shown  by  the  Books  of  the  Company. 

W.  B.  Peat  &  Co., 

A  uditors. 
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INTERNATIONAL    HARVESTER    COMPANY 
AND   AFFILIATED    COMPANIES. 

INCOME  ACCOUNT  FOR  1922. 


Income  before  deducting  Interest 
on  Loans,  Depreciation,  and 
Provision  for  Losses  on  Receiv- 
ables 

Deduct : 
Interest  on  Loans  . . 
Ore  and  Timber  Depletion 
Plant  Depreciation 
Special  Maintenance 
Provision  for  Losses  on  Receivables 


$11,417,484.17 


$916,812.39 
330,021.27 

3,455,601.76 
183,773.20 
990,507.62 


Net  Profit  of  International  Harvester  Com- 
pany and  Affiliated  Companies 


6,876,716.24 


$5,540,767.93 


Surplus,  31st  December  1922. 
Balance  at   31st  December  1921         

Add: 
Net  Profit  for  1922 


Deduct : 
Cash  Dividends  : 

Preferred  Stock, 

$7  per  share   . .      $4,215,673.00 
Common  Stock, 

$5  per  share    .  .        4,847,920.00 


$69,526,787.52 

5,540,767.93 
$66,067,556.46 


Stock  Dividends — 2%  semi-annu- 
ally   


$9,063,593.00 
3,802,290.00 


Surplus     of    International   Harvester    Com- 
pany and  Affiliated  Companies 


12,865,883.00 


$52,201,672.46 


II 
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INTERNATIONAL  HARVESTER  COM 

COMBINED  BALANCE  SHEET, 


Assets. 

Property  : 

Real  Estate,   Plant  Property, 

Mines,   Timber   Lands,    &c.      $117,275,835.41 

Deduct : 

Reserves   for   Plant  Deprecia- 
tion     32,106,018.13 


Deferred  Charges 

Pension  Fund  Securities 

Current  Assets  : 

Inventories  : 

Raw  Materials,  Work  in 
Process,  Finished  Pro- 
ducts, &c. 

Receivables  : 

Dealers'  and  Farmers' 
Notes  $48,791,151.43 

Accounts 

Receivable  21,738,892.02 


$87,810,483.98 


Deduct : 

Reserves  for 
Losses 

Cash 


$70,530,043.45 


4,721,720.60 


65,808,322.79 
10,892,986.54 


$85,169,817.28 
376,608.92 

4,410,373.76 


164,511,793.31 


$254,468,593.27 


Here  follows  a  report  setting  out  details 
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PANY  AND  AFFILIATED  COMPANIES. 

31ST  December,  1922. 


Liabilities. 


Capital  Stock 
Preferred 

Common 


Authorised 
$100,000,000 

130,000,000 


Current  Liabilities  : 

Bills  Payable  : 

Foreign  Trade  Acceptances 

Accounts  Payable  : 

Current  Invoices,  Payrolls, 
Taxes,  &c.  $12,876,923.92 

Preferred  Stock 

Dividend        1,053.918.25 

Common  Stock 

Dividend        1,223,980.00 


Reserves  (Appropriated  Sur- 
plus) : 

Special  Maintenance  . . 

Collection  Expenses   .  . 

Fire  Insurance  Fund 

Pension  Fund  . . 

Indu.strial  Accident  Fund 

Contingent 

Surplus 


Issued 
$60,223,900 

97,918,404 


$5,635,000.00 


15,154,822.17 


$2,624,308.07 
2,000,000.00 
7,747,873.50 
6,762,613.08 
950,000.00 
3,250,000.00 


$158,142,304.00 


20,789,822.17 


23.334,794.65 
52,201.672.46 

$254,468,593.27 


of  the  figures  in  the  above  Balance  Sheet. 
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The  Board  of  Directors 

International  Harvester  Company, 
Chicago,  Illinois. 

We  have  audited  the  books,  accounts  and  records  of  tiie  Inter- 
national Harvester  Company  and  of  its  afi&liated  companies  located  in 
the  United  States  and  Canada,  and  have  examined  the  annual  reports 
of  affiliated  companies  located  in  other  countries,  for  the  year  ended 
31st  December  1922. 

We  have  examined  the  charges  to  capital  accounts,  have  verified 
the  cash  and  other  current  assets  at  31st  December  1922,  including  the 
inventories  of  raw  materials  and  supplies,  work  in  process,  and  finished 
products,  and  have  verified  the  Income  and  Profit  and  Loss  Accounts. 

We  find  that  the  Company  has  valued  raw  materials  and  supplies, 
work  in  process  of  manufacture  and  finished  products  at  cost  or 
market,  whichever  was  lower,  and  has  made  adequate  provision  for 
depreciation  of  inventory  items. 

The  Company  has  pursued  a  conservative  policy  in  its  charges  to 
capital  accounts,  has  valued  its  foreign  current  assets  at  prevailing 
exchange  rates,  or  less,  has  set  up  adequate  reserves  for  depreciation 
and  for  possible  losses,  and  has  made  provision  for  all  known  liabilities. 

We  hereby  certify  that,  in  our  opinion,  the  Combined  Balance  Sheet 
and  the  Income  Account  submitted  herewith,  reflect  the  true  financial 
condition  at  31st  December  1922,  and  the  results  from  operations  for 
the  year. 


Haskins  &  Seils. 


Chicago,  Illinois, 

1st  March  1923. 


IQO 

INTERNATIONAL     MERCANTILE     MARINE 
COMPANY  AND  SUBSIDIARY  COMPANIES. 

Statement  of  Earnings  for  the  Years  ended  Respectively 
31st  December  1921,  31st  December  1920.  and  31st  December 
1919,  FROM  THE  Operations  of  the  American,  Red  Star,  White 
Star,  Atlantic  Transport  and  Leyland  Lines  and  Dividends 
FROM  Partly-Owned  Companies. 

*1921  ^1920  *1919 

Gross    Voyage 

Earnings  ..    190,068.417.89   $113,331,818.64     $58,875,493.97 

Miscellaneous  Earn- 
ings ..  ..        8,027.609.97        12.475.634.37         8.751.473.69 


$98,096,027.86   $125,807,452.91      $67,626,967.66 
Operating  and  Gene- 
ral Expenses.Taxes 
and  Miscellaneous 
Charges    ..  ..      86,094.107.60      110.387,584.45       47,139.690.60 


$13,001,920.26  $15,419,868.46  $20,487,277.06 

Fixed  Charges        ..        2,623.262.11          2.637.690.31  2.737,345.33 
Profit  for  the  Year, 
before     providing 

for      Depreciation  ■ — — 

on  Steamships    ..    $10,378,658.15  $12,782,178.15  $17,749,931.73 


Profit  for  year  1921,  before  providing  for  Depreciation 

on  Steamships,  as  shown  above 
Deduct : 

Depreciation  on  Steamships  for  1921 

Surplus  for  the  Year  1921 

Add: 

Surplus.  31st  December  1920 


Deduct  : 

Dividends  on  I.M.M.  Co.  Preferred  Stock  : 
Declared  Paid  Rate  Amount 

June  9.  1921  Aug.  1,  1921   3%  Semi- 
annual     $1,551,765.00 
Dec.  15.  1921  Feb.  1.  1922    3%  Semi- 
annual 


$10,378,658.15 

6.117,980.50 

$4,260,677.65 

30.556.973.08 

$34,817,650.73 


1.661.760.00 


Surplus  as  shown  by  Balance  Sheet. 
Dec.  31,  1921 


3.103,615.00 


$31,714,135.73 


*  For  1921  and  1920  the  earnings  as  shown  include  the  entire  earnings 
of  Leyland  Line.  For  1919  the  figures  stated  include  only  that  portion 
of  Leyland  Line  earnings  received  in  dividends  by  International 
Mercantile  Marine  Co. 
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INTERNATIONAL  MERCANTILE  MARINE 

Comprising  American,  Red  Star,  White  Star, 
CONSOLIDATED  BALANCE  SHEET, 


Assets. 
Capital  Assets — 

Cost  of  Properties  :* 

Balance   at    31st   December 
1920  

Additions  during  the  year 
1921,  and  advances  on 
account  of  new  construc- 
tion less  steamships  sold 
and  gone  out  of  service   . . 


$232,861,403.67 


12,245,384.74 


$245,106,788.41 
Less — Reserve  for  Depreciation        66,387,728.54 


•Combined  undertakings  and  their 
properties  at  cost  to  International 
Mercantile  Marine  Company  in  Bonds, 
Stocks  and  Casb. 

Investments  in  Sundry  Ship- 
ping and  other  Companies, 
Exchange  Memberships  and 
Government  Deposits 

Total  Capital  Assets 

Current  Assets — 

Inventories 

Accounts  Receivable 

Bills  Receivable  and  Loans  . . 

Interest  Receivable  and  Ac- 
crued   

Agency  Balances 

Marketable  Stocks  and  Bonds, 
&c 

Cash  at  Bankers,  on  Hand  and 
in  Transit     . . 

Total  Current  Assets 

Deferred  Charges  to  Profit 
AND  Loss    


$2,138,745.00 

10,545,927.17 

1,358,000.00 

381,292.26 
565,376.15 

47,717,190.55 

9,970,556.82 


$188,719,059.87 


7,234,755.41 
$195,953,815.28 


72,677,087.95 
7,298,760.49 


Carried  forward     275,929,663.72 
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COMPANY  and  Subsidiary  Companies. 

Atlantic  Transport  and  Leyland  Lines. 
31ST  December,  1921. 


Capital  Liabilities 
Capital  Stock 
Preferred  t 
Less — In 
Treasurv 


Liabilities. 


$60,000,000.00 
8,275,000.00 


Common 
Less — In 
Treasury 


$60,000,000.00 
10,128,200.00 


$51,725,000.00 


49,871,800.00 


tAccumulated  dividends  unpaid,  42  per  rent 
Capital  Stock  of  Frederick  Ley- 
land  &  Co.,  Ltd.,    held    by 
Public 
Bonds  and  Debentures  : 
First  Mortgage  and  Collateral 
Trust    Six   per    cent.    Gold 
Bonds 
Less — In 

Treasury  $500,000.00 

Retired  by  Sink- 
ing   Fund       2,187,000.00 


$40,000,000.00 


Debenture  Bonds  of  Oceanic 
Steam  Navigation  Co.,  Ltd., 
held  by  Public 

Loans  on  Mortgage 

Total  Capital  Liabilities  . . 
Current  Li.\bilities  : 

Loans,  Bills  Payable  and  For- 
eign Bank  Overdrafts 

Accounts  Payable,  including 
Reserves  for  United  States 
and  Foreign  Taxes 

Interest  Payable  and  Accrued 

Agency  Balances 

Preferred  Stock  Dividend  Pay- 
able 1st  February  1922       . . 

Reserve  for  Liabilities 


2,687,000.00 
$37,313,000.00 

7.839,540.00 


$8,890,493.70 


29,146,911.08 

677,036.88 

1,027,037.86 

1,551,750.00 

8,666,892.08 


$101,596,800.00 


27,645.00 


45,152,540.00 
1,500.000.00 

$148,276,985.00 


49,960,121.60 


Carried  forward     198,237,106.60 
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International  Mercantile  Marine  Com 

Brought  forward     275,929.003.72 


$275,929,603.72 


We  have  examined  the  books  and  accounts  of  the  International 
the  American,  Red  Star,  White  Star,  Atlantic  Transport,  and  Leyland 
Sheet  of  31st  December  1921  and  the  relative  statement  of  earnings 
therefrom. 

We  have  verified  the  cash  and  securities  by  actual  inspection  or  by 
full  provision  has  been  made  for  bad  and  doubtful  accounts  receivaljle 

The  accounts  of  the  British  subsidiary  companies  are  included  in 
i.e.  $4.85  per  ;^. 

Upon  the  above  basis,  we  certify  that  in  our  opinion  the  consolidated 
position  of  the  Companies  on  31st  December  1921,  and  the  relative 
the  operations  for  the  twelve  months  ending  that  date. 

66  Pine  Street, 

New  York. 

1st  July  1922. 


195 


pany  and  Subsidiary  Companies.— (Cow/a?.) 


Miscellaneous  Reserves 
Deferred  Credits  to  Profit 
AND  Loss 

Insurance  Fund  : 

Balance,  1st  January  1921    . , 
Profit  for  year  1921' 

Surplus  . . 


Brought  forward     198,237,106.60 

32,648.652.87 


11,296,374.70 


1,586,968.08 
446.525.74 


2,033,493.82 
31.714.135.73 


$275,929,663.72 


Mercantile  Marine  Company  and  its  subsidiary  companies,  comprising 
Lines,  for  the  year  1921.  and  we  find  that  the  consolidated  Balance 
for  the  twelve  months  ending  that  date  have  been  correctly  prepared 

certificates  from  the  depositaries  and  we  have  satisfied  ourselves  that 

and  for  all  ascertainable  liabilities. 

the  consolidated  statements  at  the  Companies'  standard  rate  of  exchange, 

balance  sheet  is  properly  drawn  up  so  as  to  show  the  true  financial 
statement  of  earnings  is  a  fair  and  correct  summary  of  the  results  of 


Price.  Waterhouse  &  Co. 


IRON  PRODUCTS  CORPORA 

CONSOLIDATED  BALANCE  SHEET  AND 


Assets. 


Patents  and  Good  Will 


$1.00 


Land,  Buildings,  Plant  Equip- 
ment AND  Mineral  Rights 

Less  Reserves  for  Depreciation, 
Amortisation,  Depletion,  and 
minority  interest  in  The  Cen- 
tral Foundry  Co. 

Miscellaneous  Investments 

Cash  with  Trustee  of  Sinking 
Fund 

Current  Assets — 


$13,195,827.78 


2,849.028.95 


10.340,798.83 
330,955.85 


10.082.77 


Inventory    of    Material,    Supplies 

and  Finished  Goods 
Accounts  and  Bills  Receivable   . . 
U.S.  Liberty  Bonds 
Cash  on  Hand  and  in  Banks 


Deferred  Charges 


1.833.760.96 

710.398.89 

1.627.70 

412,025.15 


2.957.812.70 
162.581.92 


$13,808,233.07 


CONSOLIDATED    INXOME    ACCOUNT. 

Year  Ending  31st  December  1921. 

Surplus  Total  at  1st  January  1921 

Less  Dividends  paid  on  Preferred  Stock 


Total  Loss  after  deducting  cost  of  opera- 
tions including  repairs  and  maintenance 
and  upkeep,  expenses  of  sales  and 
general  offices,  doubtful  accounts  and 
adjustments  of  inventories.  &c.  . .    $791,425.07 

A  dd  provision  for  interest,  taxes,  depreci- 
ation and  depletion         . .  . .  . .      345,485.97 


$2,014,520.04 
78.964.00 

$1,935,556.04 


Surplus  as  at  31st  December  1921 


1.136,911.04 
$798,645.00 


TION  and  Subsidiary  Corporations. 

INCOME  ACCOUNT,   31ST  December  1921. 


Liabilities. 
Capital  Stock 

Iron    Products   Corporation  : 
Preferred  '. 

Authorised— 30,000   Shares   of 
$100.  each 

Outstanding — 9,873   Shares   of 
$100.  each     . . 
Common  of  no  par  value  : 
Authorised— 150,000  Shares 
Outstanding — 107,531  Shares 

Bonds  and  Mortgages  of  Sub- 
sidiaries . . 

Accounts  and  Bills  Payable     . . 

Reserves  for  Accrued  Interest 
AND  Taxes,  and  for  Accidents, 
Contingencies,  &c. 

Surplus  of  Subsidiaries  when  and 
as  acquired 

Surplus  earned  since  and  adjusted 
as  at  1st  January  1921     . . 

Surplus  Total  at  1st  January  1921 
Loss  for  year  ending  31st  December 

xVj^I  ••  ••  ••  •* 


Less  Dividends  on  Iron  Products 
Corp.  Preferred  Stock 


$3,000,000.00 

987,300.00 

7,843,297.45 


$8,830,597.45 

1.949.400.00 

1,848.998.22 


380.592.40 


1,195.865.68 

818.654.36 

2,014,520.04 

1,136.911.04 

877.609.00 

78.964.00 


798,645.00 


F.  D.  Griffiths, 

Assistant  Treasurer. 


$13,808,233.07 


New   York, 

5th  April  1922. 

To  the  Directors, 

Iron  Products  Corporation. 

We  have  examined  the  books  of  Iron  Products  Corporation  and  its 
subsidiary  owned  and  controlled  corporations  as  at  31st  December 
1921. 

The  property  accounts  are  stated  at  the  amounts  at  which  they 
appear  on  the  books  of  the  respective  subsidiaries,  except  that  patents 
and  goodwill  carried  on  the  books  at  $6,144,194.58  are  for  balance 
sheet  purposes  stated  at  the  nominal  sum  of  one  dollar  ($1.00). 

The  inventories  were  valued  at  cost  or  market,  whichever  was  lower, 
and  have  been  accepted  as  recorded  on  the  books. 

The  cash  and  securities  on  hand  have  been  verified  by  actual  inspec- 
tion or  by  certificates  from  the  depositories. 

Subject  to  the  foregoing  we  certify  that  in  our  opinion  the  attached 
balance  sheet  and  income  account  show  the  true  condition  of  the 
corporation  at  31st  December  1921. 

E.  E.  RossMORE  &  Co.,  Inc., 

By  E.  E.  RossMORE,  C.P.A.,  President. 


UNITED  STATES 

CONSOLIDATED  GENEl^L 


Assets 
Property  Accounts  : 

Properties  owned  and  operated 
by  the  several  Companies — 
Balance  of  this  account  as  of 
31st    December    1922.    less 
Depletion  and  Depreciation 
Reserves 
Advanced  Mining  Royalties  : 
Payments  for  Advanced  Mining 

Royalties 
Less    Reserved   from    Surplus 
to  cover  possible  failure  to 
realise  all  of  the  foregoing. . 


$32,579,830.41 


7,000.000.00 


Mining  Royalties — In  respect 
of  which  non-interest  bearing 
notes  of  the  subsidiary  com- 
panies have  been  issued.    (See 
Contra) 
Deferred    Charges    (applying 
to  future  operations  of  the 
properties) 
Mine  exploration  expenses  and 

other  charges 
Discount  on  Subsidiary  Com- 
panies' Bonds  sold  (Net)    .  . 

Investments : 

Outside  Real  Estate  and  In- 
vestments in  sundry  securi- 
ties, including  Real  Estate 
Mortgages 

Employees*  Land  Sales  Con- 
tracts and  Mortgages  under 
Home-owning  Plan 

Sinking    and    Reserve    Fund 
Assets  : 
Cash  resources  held  by  Trus- 
tees Account  of  Bond  Sink- 
ing Funds     . . 

(In  addition  Trustees  hold 
8159,222,000      of      re- 
deemed   bonds,    which 
are  not  treated  as  an 
asset.) 
Contingent  Fund   and  Miscel- 
laneous Assets 
Insurance    and    Depreciation 
Fund  Assets  and  purchased 
Bonds  available  for  future 
Bond  Sinking  Fund  require- 
ments, viz.  : 

Securities      $125,876,888.84* 
Cash  . .        2.847,993.22 


$2,009,985.11 
1.115.523.90 


$5,588,326.16 


8,143.005.59 


$1,233,298.21 


13.241.518.07 


$1,631,579,206.38 


25.679.830.41 


31.612.507.22 


3,125,509.01 


13,731,331.76 


Carried  forward  $128,724,882.06  14.474.816.28       1,705.628,384.77 


STEEL  CORPORATION. 

BALANCE  SHEET,  .31ST  December  1922. 


Liabilities. 

Capital     Stock     of     United 
States  Steel  Corporation 

Common  $508,302,500.00 

Preferred  360.281,100.00 


Capital  Stocks  of  Subsidiary 
Companies  not  held  by 
United  States  Steel  Cor- 
poration (Par  value) 

Bonded,  Mortgage  and  De- 
benture Debt  Out- 
standing : 
United  States  Steel  Corpora- 
tion 50  Year  5%  Bonds  .  . 
United  States  Steel  Corpora- 
tion 10-60  Year  5%  Bonds 


Subsidiary  Companies'  Bonds, 

guaranteed    by    U.S.    Steel 

Corporation . . 
Subsidiary  Companies'  Bonds. 

not    guaranteed     by     U.S. 

Steel  Corporation    .  . 
Subsidiary    Companies'    Real 

Estate      Mortgages 

Subsidiary  Companies'  Non- 
Interest  Bearing  Notes 
— Maturing  over  a  period  of 
35  years,  substituted  for 
previously  existing  min- 
ing royalty  obligations — 
Guaranteed  by  United  States 
Steel  Corporation  (See 

Contra) 
Current  Liabilities  : 

Current  Accounts  Payable  and 
Pay  Rolls     .  . 

Accrued  Taxes,  not  yet  due, 
including  reserve  for  Federal 
Income  Tax 

Accrued  Interest.  Unpresent- 
ed  Coupons  and  Unclaimed 
Dividends     . . 

Preferred  Stock  Dividend  No. 
87,  payable  27th  February 
19^0  •  •  •  •  ■  * 

Common  Stock  Dividend 
No.  74,  payable  30th  March 
1923  


$210,862,000.00 

170,045,000.00 

$380,907,000.00 

104,364,000.00 

54,311,061.24 
158,206.50 


52.481,183.97 

26,077.842.66 

7.535,856.57 

6,304,919.25 

6.353.781.25 


Total  Capital  and  Current  Liabilities 


$868,583,600.00 


403,242.50 


539.740,267.74 


31,612,507.22 


.     98.763,583.70 
1.539,093,201.16 


Carried  forward    $1,539,093,201.10 


N 
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Brought  forward    128.724,882.06  14.474.816.28        1,705.628.384.77 

Less  Amount 
of  foregoing 
investment 
r  e  p  r  esented 
by  Capital 
Obi  igations 
of  Subsidiary 
Companies 
not  included 
as  Liabilities 
in  this  Con- 
solidatedBal- 
ance  Sheet. 


20.377.421.00 


Current  Assets  : 

Inventories,  less  Credit  for  Re- 
serve and  for  amount  of  in- 
ventory values  representing 
Profits  earned  by  Subsidiary 
Companies  on  Inter-Com- 
pany sales  of  products  on 
hand  in  Inventories.  31st 
December  1922.    (See  Note) 

Accounts  Receivable  . . 

Bills  Receivable 

Agents'  Balances 

Sundry  Marketable  Securities 
(including  part  of  U.S. 
Government  Securities 
owned) 

Time  and  other  special  Bank 
Deposits 

Cash  (in  Hand  and  on  Deposit 
with  Banks,  Bankers  and 
Trust  Companies,  subject  to 
cheque) 


108.347.461.06 


122,822,277.34 


$220,707,251.06 

87,230,932.44 

6.978.010.35 

1.475.433.06 


59.605.056.45 
9,505.739.26 

126,700,131.69 


512,202.554.31 
$2,340,653,216.42 


♦Includes  $75,000,000  (par)  of  U.S.  Liberty  Loan  Bonds  reported 
in  previous  year's  Balance  Sheet  under  "  Current  Assets  "  in  Sundry 
Marketable  Securities. 


We  have  audited  the  above  Balance  Sheet  and  certify  that  in  our 
the  United  States  Steel  Corporation  and  Subsidiary  Companies  on 

New  York,  lOth  March  1923. 

Here  follows  a  Report  setting  out  details  of 


Corporation. — (Contd.) 


Sundry  Reserves  : 

Contingent,  Miscellaneous 

Operating  and  other  Re- 
serves 

Insurance  Reserves     

Appropriated  Surplus  to 
Cover  Capital  Expendi- 
tures : 
Invested  in  Property  Account 
— -Additions  and  Construc- 
tion .  . 

Undivided  Surplus  of  United 
States  Steel  Corporation 
and    Subsidiary   Compan- 


Brought   forward  1,539.093,201.16 


$133,337,457.02 
28,184,229.28 


161,521,686.30 


140,898,914.10 


lES 


in 


Capital  Surplus  provided 
organisation 
Balance  of  Surplus  accumu- 
lated by  all  companies  from 
IstApril  1901  to  31st  Decem- 
ber 1922 

Total,  exclusive  of  Profits 
earned  by  Subsidiary  Companies 
on  Inter-Company  Sales  of  Pro- 
ducts on  Hand  in  Inventories 
31st  December  1922  (see  note 
below) 


$25,000,000.00 


474.139.414.86 


499,139,414.86 


$2,340,653,216.42 


Note. — That  part  of  the  surplus  of  Subsidiary  Companies  repre- 
senting Profits  accrued  on  sales  of  materials  and  products  to  other 
subsidiary  companies  and  on  hand  in  latters'  Inventories  is,  in  this 
Balance  Sheet,  deducted  from  the  amount  of  Inventories  included 
under  Current  Assets. 


opinion  it  is  properly  drawn  up  so  as  to  show  the  financial  position  of 
31st  December  1922. 

Price,  Waterhouse  &  Co., 

Auditors. 

the  figures  in  the  above  Balance  Sheet, 
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UNITED    STATES    STEEL   CORPORA 

CONSOLIDATED  INCOME  ACCOUNT  for 


The  total  earnings  were,  after  deducting  all 
expenses  incident  to  operations,  including 
ordinary  repairs  and  maintenance  (ap- 
proximately $88,000,000)  and  taxes  (in- 
cluding reserve  for  Federal  income-taxes), 
per  General  Profit  and  Loss  Account  . . 
2.^55  Interest  on  outstanding  bonds  and 
mortgages  of  the  Subsidiary  Companies 

Balance  of  Earnings  in  the  year  1922 
Less  Charges  and  Allowances  for  Depletion 
and    Depreciation     applied    as    follows, 
viz.  : — 

To  Depreciation  and  Replacement  Re- 
serves and  Sinking  Funds  on  Bonds  of 
Subsidiary  Companies  . . 
To  Sinking  Funds  on  Bonds  of  U.S.  Steel 
Corporation 


Net  income  in  the  year  1922 
Deduct : 

Interest  on  U.S.  Steel  Corporation  Bonds 
outstanding,  viz.  : — 
Fifty  Year  5  per  cent.  Gold  Bonds    . . 
Ten-Sixty  Year  5  per  cent.  Gold  Bonds 


Premium  paid  on  Bonds  redeemed,  viz.  : 
On  Subsidiary  Companies' 

Bonds  ..  ..        $150,205.98 

On  U.S.  Steel  Corporation 

Bonds  .  .  .  .  724,873.04 


Add  Net  Balance  of  sundry  receipts  and 
charges,  including  adjustments  of  various 
accounts 

Balance 
Dividends  for  the  year  1922  on  U.S.  Steel 
Corporation  Stocks,  viz.  : 
Preferred  : 

No.  84,  If  per  cent.,  paid 

29th  May  1922 
No.  85,  If  per  cent.,  paid 
30th  August  1922      . . 
No.  86,  If  per  cent.,  paid 
29th  November  1922 . . 
No.  87,  If  per  cent.,  pay- 
able 27th  Feb.  1923  . . 


$6,304,919.25 
6,304,919.25 
6,304,919.25 


6.304,919.25 


$109,788,916.32 

8,259,605.93 

$101,529,310.39 


$33,382,624.09 
9,305,884.70 


42.688.508.79 
$58,840,801.60 


$10,698,238.20 
8,534,066.67 

$19,232,304.87 


875,079.02 


20,107,383.89 
$38,733,417.71 


920,037.52 
$39,653,455.23 


$2  5,219,677.00 


Carried  forward     $26,219,677.00    $39,653,455.23 


TION  AND  SUBSIDIARY    COMPANIES. 

THE  Fiscal  Year  ending  31ST  December  1922. 
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Common  : 

No.  71,  If  per  cent.,  paid 
29th  June  1922 

No.  72,  If  per  cent.,  paid 
29th  September  1922 

No.  73,  If  per  cent.,  paid 
30th  December  1922.. 

No.  74,  If  per  cent.,  pay- 
able 30th  March  1923 


Brought  forward     $25,219,677,00  $39,653,455.23 


$6,353,781.25 
6,353,781.25 
6,353.781.25 
6,353,781.25 


25,415.125.00 


50,634,802.00 


Balance  provided  from  Undivided 

Surplus  $10,981,346.77 

Undivided  Surplus  on  31st  December  1921     $483,926,957.59 

^<?rf  Adjustments 1,193,804.04 

485,120,761.63 


Total  Undivided  Surplus  31st  December  1922,  exclusive  of  capi- 
tal surplus  provided  in  organisation  and  of  Subsidiary  Com- 
panies' Inter-Company  Profits  in  Inventories      . .  . .      $474,139,414.86 


We  certify  that  in  our  opinion  the  above  Income  Account  is  a  fair  and 
correct  statement  of  the  Earnings  and  Income  of  the  United  States  Steel 
Corporation  and  Subsidiary  Companies  for  the  fiscal  year  ending  31st 
December  1922. 


New  York,   lOth  March  1923. 


PRICE,  WATERHOUSE  &  CO.. 

Auditors. 
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United  States  Steel  Corporation 

PROPERTY  INVESTMENT 


Gross  Fixed  Property  Invest- 
ment Account,  31st  Decem- 
ber 1921,  exclusive  of  Strip- 
ping and  Mine  Development, 
Structural  Erection  and  Log- 
ging Plants,  per  Annual 
Report 

Sundry  adjustments  during 
1922  in  the  foregoing  balance 

Capital  Expenditures  on  Pro- 
perty Account  in  1922 

Less — Amount  written  off 
to  Depreciation  and  Re- 
placement Reserves  for 
investment  cost  of  im- 
provements and  equip- 
ment dismantled  and 
retired    . . 


Less  —  Property  values 
written  off  to  Depletion 
Reserves 

Gross  Fixed  Property 
Investment  Account, 
31st  December  1922 

Less — Depletion  and  De- 
preciation Reserves,  31st 
December  1922  : 

Balances    in    various 
Reserve  Accounts 

Specifically  applied  for 
redemption  of  bonds 
through  Bond  Sink- 
ing Funds 


$2,038,576,260.40 


1.636.167.31 


$26,844,307.54 


6.019,670.94 


$307,191,303.88 


154,406,430.65 


Net  Fixed  Property  In  - 
vestment  Account, 
31st  December  1922 


$2,040,212,427.71 


20,824,636.60 
$2,061,037,064.31 


6,399.76 


$2,061,030,664.55 


461,597.734.53 


$1,599,432,930.02 


Carried  forward   $1,599,432,930.02 


I 


and  Subsidiary  Companies.-  (Contd.) 
ACCOUNTS   31ST  December  1922. 


Brought  forward  $1,599,432,930.02 


Investment  in  Stripping  and 
Development  at  Mines  and  in 
Structural  Erection  and  Log- 
ing  Plants,  viz.  : 

Balance  at  31st  December 
1921        

Expended 
during  the 
year  1922     $5,966,400.43 

Less — 

Charged 

off  in  1922 

to  operating 

expenses       3,239,045.13 


$29,418,921.06 


Net   Increase   in   the 
year  1922  . . 


2,727,355.30 


Total  of  Property  Investment  Account,  31st 
December  1922,  per  Consolidated  General 
Balance  Sheet 


32,146,276.36 


SI, 631, 579.206. 38 


APPROPRIATED  SURPLUS  TO  COVER  CAPITAL 
EXPENDITURE,  31ST  December  1922. 

Amount  of  appropriations  made  from  Surplus  Net 
Income  prior  to  1st  January  1908,  applied  in  pay- 
ment of  capital  expenditures,  and  in  the  Consoli- 
dated General  Balance  Sheet  formally  written  off 
to  credit  of  the  Property  Investment  Account      ..        $162,795,509.45 

Amount  of  appropriations  made  from  Surplus  Net 
Income  since  1st  January  1908,  applied  in  pay- 
ment of  same  class  of  expenditures,  but  in  the 
Consolidated  General  Balance  Sheet  carried  in  the 
account  "  Appropriated  Surplus  to  cover  Capital 
Expenditures"         140,898,914.10 

Total  $303,694,423.55 


li 
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United  States  Steel  Corporation 

CONDENSED  GENERAL  PROFIT 


Gross  Receipts — Gross  Sales 
and  Earnings 

Operating  Charges,  viz.  : 

Manufacturing  and  Produc- 
ing Cost  and  Operating 
Expenses,  including  ordi- 
nary maintenance  and  re- 
pairs and  provisional  char- 
ges by  subsidiary  com- 
panies for  depreciation    . . 

Administrative,  Selling  and 
General  Expenses  (not  in- 
cluding general  expenses  of 
transportation  companies) 

Taxes  (including  reserve  for 
Federal  income  taxes)     . . 

Commercial  Discounts  and 
Interest 


Less — Amount  included  in 
above  charges  for  allow- 
ances for  depletion  and 
depreciation  here  deducted 
for  purpose  of  showing 
same  in  separate  item  of 
charge,  as  see  below 


Balance 

Sundry  Net  Manufacturing 
and  Operating  Gains  and 
Losses,  including  idle  plant 
expenses,  royalties  received, 
&c. 

Rentals  Received 


Total  Net  Manufactur- 
ing, Producing  and 
Operating  Income  be- 
fore deducting  provi- 
sional charges  for  de- 
preciation 


3959,973,966.88 

30,331,295.78 

35,798,449.97 

6,864.030.13 
$1,032,957,742.76 


33.382,624.09 


A232,606.13 
921,564.67 


Carried  forward 


$1,092,697,772.36 


999,575,118.67 
$93,122,663.69 


4.154.170.80 


97,276,824.49 
$97,276,824.49 
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and  Subsidiary  Companies. — (Conid.) 
AND  LOSS  ACCOUNT,  31ST  December,  1922. 


Brought  forward 
Other  Income  and  Charges. 


Net  Profits  of  properties  owned, 
but  whose  operations  (gross 
revenue,  cost  of  product, 
expenses,  &c.)  are  not  classi- 
fied in  this  statement 

Income  from  sundry  invest- 
ments and  interest  on  depo- 
sits, &c. 


Balance 

Less — Net  Balance  of  Profits 
earned  by  subsidiary  com- 
panies on  sales  made  and 
service  rendered  account  of 
materials  on  hand  at  close  of 
year  in  purchsing  companies' 
inventories  and  which  profits 
have  not  yet  been  realised  in 
cash  from  the  standpoint  of  a 
combined  statement  of  the 
business  of  all  companies     . . 

Total  Earnings  in  the  year 
1922,  per  Income  Account 
Less — Interest    Charges 
on    Subsidiary    Com- 
panies'    Bonds     and 
Mortgages 

Balance  of  Earnings  for 
the  year  before  de- 
ducting provisional 
charges  for  deprecia- 
tion    . . 

Less,  Charges  and  Allowances 
for  Depletion  and  Deprecia- 
tion, viz.  : 

By  Subsidiary  Companies 
By  U.S.  Steel  Corporation 


Net  Income  in  the  year  1922 


$198,569.72 


13,493,163.37 


$33,382,624.09 
9,305,884.70 


197.276,824.49 


13,691,733.09 
$110,968,557.58 


1.179.641.26 


$109,788,916.32 


8,269,605.93 


$101,529,310.39 


42,688,508.79 
$58,840,801.60 
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CERTIFICATE     OF     INDEPENDENT     AUDITORS. 

New  York,  10th  Marcli  1923. 

To  the  Stockholders  of  the  United  States  Steel  Corporation. 

We  have  examined  the  books  of  the  United  States  Steel  Corporation 
and  Subsidiary  Companies  for  the  year  ending  31st  December  1922,  and 
certify  that  the  Balance  Sheet  at  that  date  and  the  relative  income  account 
are  correctly  prepared  therefrom. 

The  charges  to  property  account  during  the  year  cover  only  actual 
additions  and  extensions  to  the  properties  and  plants,  and  the  provision  made 
for  depletion  and  depreciation  is,  in  our  opinion,  fair  and  reasonable.  The 
item  of  deferred  charges  represents  expenditures  reasonably  and  properly 
carried  forward  to  operations  in  subsequent  years. 

The  valuations  of  the  stocks  of  materials  and  supplies  on  hand,  as 
shown  by  inventories  certified  by  the  responsible  officials,  have  been 
carefully  made  at  prices  not  in  excess  of  cost  or  market,  and,  as  stated  in  the 
directors'  report,  a  substantial  reserve  has  been  deducted  from  the  values  so 
determined.  Full  provision  has  been  made  for  bad  and  doubtful  accounts 
receivable  and  for  all  ascertainable  liabilities. 

We  have  verified  the  cash  and  securities  by  actual  inspection  or  by 
certificates  from  the  depositaries,  and  are  of  opinion  that  the  marketable 
bonds  and  stocks  included  in  current  assets  are  worth  the  value  at  which 
they  are  stated  in  the  Balance  Sheet,  and 

We  Certify  that,  in  our  opinion,  the  Balance  Sheet  is  properly  drawn 
up  so  as  to  show  the  financial  position  of  the  Corporation  and  Subsidiary 
Companies  on  31st  December  1922,  and  the  relative  income  account  is  a  fair 
and  correct  statement  of  the  net  earnings  for  the  fiscal  year  ending  at 
that  date. 
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